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I. OWNERSHIP OF U.S. CORPORATIONS 


We have heabd a great deal lately about the American eco¬ 
nomic system as ‘Teople’s Capitalism.” Two world wars, several 
lesser economic crises and recessions, and the Great Depression 
—all in one generation—have so discredited the capitalist 
economy that its spokesmen no longer consider it possible to 
“sell” it under its own label. 

The Ethyl Corporation, owned jointly by two billionaire 
corporations—General Motors and Standard Oil Co. (N.J.)— 
recently published some excerpts from a lecture by Professor 
Massimo Salvadori of Smith College. This pamphlet was titled 
American Capitalism, and it was praised by President Eisen¬ 
hower as containing “some of the best ideas on the subject.” 
The President said: “I am going to circulate them as widely as 

I n 

can. 

Professor Salvadori admits: “There are in fact few people 
in Europe or Asia who will stand for capitalism of the Ameri¬ 
can variety. ... To the educated European or Asian, capital¬ 
ism represents mainly crises, instability, unemployment, war 
and imperialism.” 

But the professor proceeds to assure us that, while these 
concepts may be true of old-style European capitalism, they are 
not characteristic of U.S. capitalism today which should be 
designated by some special and clearly distinguishing name. 

Selling Capitalism Under a New Label 

Designing an effective “selling” label for capitalism, how¬ 
ever, has not been a simple matter. The “creations” of the re¬ 
sourceful advertising writers of the 30’s and 40’s—“The Ameri- 
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can System,” “The American Way of Life,” “The Free Enter¬ 
prise System,” “The Individual Enterprise System”—did not 
satisfy the client corporations. 

Eric A. Johnston, then president of the Chamber of Com¬ 
merce of the United States, expressed this dissatisfaction (in 
February, 1943) in an article in Reader’s Digest: “We fear 
that word capitalism is unpopular. So we take refuge in a 
nebulous phrase and talk about the ‘Free Enterprise System.’ 
And we even run to cover in the folds of the flag and talk about 
the ‘American Way of Life.’ Such language dangerously ob¬ 
scures the main issue. You cannot take a whiff of ‘free enter¬ 
prise’ or a stretch of a ‘way of life’ and start a factory with it. 
To start a factory . . . you have to have capital. People will 
never understand this point unless we say capitalism.” 

On August 16, 1956, it was announced in the press that 
“A much changed edition of ‘People’s Capitalism’,” an exhibit 
“planned” by the Advertising Council, Inc., “finally will stop 
gathering dust and try winning men’s minds.” Sponsored by 
the Council and the U.S. Government, the exhibit was scheduled 
to go to Latin America and then elsewhere to sell the unique 
American “People’s Capitalism” to the world. 1 

Eight years earlier, in 1948, long before the advertising 
fraternity perfected the new "selling labels,” the National As¬ 
sociation of Manufacturers published and distributed a pam¬ 
phlet by Phelps Adams on The Free Enterprise System, set¬ 
ting the tone for the 1956 exhibit of “People’s Capitalism.” 
With exemplary modesty the NAM proclaimed that, “The 
American system of free enterprise, on its record indisputably 
is the most progressive and completely democratic form of 
capitalism yet devised by man.” And it added, that this is not 
a fortuitous circumstance. “For a century and a half the 
Americans have planned it that way.” 

But the Big Business brain-trusters around the Luce maga¬ 
zine, Fortune, did not consider it wise, in the face of the record 
of economic crises and wars, to charge the American people 
with having planned it that way for a century and a half. In 
their U.S.A., The Permanent Revolution (1951), they advanced 
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the claim of U.S. capitalism to a unique and beneficent nature: 
“U.S. capitalism has been in the process of transformation, 
with the result that it now bears little resemblance to the classi¬ 
cal brand (against which, for example, Karl Marx launched 
his attack more than a hundred years ago). . . . When Euro¬ 
peans talk of capitalism they are referring to something that 
no longer exists in America.” For now, the Fortune editors as¬ 
sure us, “More goods at lower cost (and prices) is the basic 
principle of American industry.” 

It is this latter version that is now sponsored by the Ad¬ 
vertising Council (a private institution) and the U.S. Informa¬ 
tion Agency (a federal propaganda organization operating in 
foreign countries) in their campaign to promote “the under¬ 
standing of the effectiveness of the American economic system.” 
A pamphlet, People’s Capitalism, published by the Agency for 
distribution abroad, admits with disarming modesty that: “Capi¬ 
talism in the United States went through a period when the 
general welfare was often neglected, when great fortunes were 
amassed while the workers were overworked and underpaid.” 
But, we are told, “This belongs in the historical past. Today's 
picture is a different one.” 2 

And what is the picture now? The exhibit on “People’s 
Capitalism,” sponsored by the government and the Advertising 
Council, says that today “almost everybody is a capitalist.” 
This is quite an attractive package judging by the label. And 
it justifies the editorial comment of AFL-CIO News (Nov. 
24, 1956) that “People are writing and talking a lot about 
‘people’s capitalism’ . . . some of it just plain nonsense.” 

Admittedly, U.S. capitalism did pass through a period when 
great fortunes were amassed, while workers were overworked 
and underpaid. One may ask, however, when and how this ra¬ 
pacious capitalism changed into the alleged benevolent capi¬ 
talism of today? What structural changes have taken place, 
presumably transforming the old system, that was admittedly 
neglectful of the general welfare, into the alleged new “Peo¬ 
ple’s Capitalism”? Let us try, first, to get the answer from 
the spokesmen of “People’s Capitalism.” 
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The Stock Exchange Cornerstone 

On Sunday, February 24, 1957, the business section of the 
New York press carried four-column headlines like this: “Big 
Board Opening Visitors’ Center Tomorrow to Lure Still More 
Tourists.” They reported that the number of visitors to the 
New York Stock Exchange had already topped 300,000 a year, 
placing it on a par with the Statue of Liberty and the United 
Nations. But more prospective buyers were wanted to visit the 
Exchange. So a new panoramic exhibit hall was opened to 
the public. It took four years and cost $1 million to perfect 
this new visitors’ center at 24 Broad St., in the very heart of 
the Wall Street district. 

These exhibits are keyed to the Exchange’s basic theme, 
"Own Your Share in American Business,” and the hall opens 
onto the visitors’ gallery that overlooks the trading floor of the 
New York Stock Exchange where millions of shares are bought 
and sold each day. 

This is the show-room of today’s American capitalism. The 
billion-dollar companies — American Telephone & Telegraph, 
General Motors, Standard Oil, U.S. Steel—have their exhibits 
here, all “stressing the close link between the increase in the 
number of their stockholders and their own growth and vitality.” 
And over all is a big sign reading, the new york stock ex¬ 
change-cornerstone of a people’s capitalism. 

Under that sign there are a number of rotating cardboard 
panels with the following legends: 

“Two Significant Developments Sparked Our Democratic 
Capitalism—Division of Corporate Ownership Into Shares and 
Stock Exchanges Where These Shares Can Be Traded.” 

“Our National Corporations Are Owned by Millions of Peo¬ 
ple.” 

“Share Owners Are Increasing at the Rate of 500.000 a 
Year.” 

So here are the structural changes involved in the so- 
called “democratic people’s capitalism”: One, the division of the 
capital of industrial and other corporate enterprises into shares; 
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two, the functioning of stock exchanges where these stocks can 
be bought and sold. These changes, according to Chairman 
Roger M. Blough of U.S. Steel Corp., have produced a situation 
where “businesses—especially our biggest businesses . . . are 
now owned by millions of people in all walks of life.” 3 

Let us now examine these claims. Let us look first somewhat 
more closely at the New York Stock Exchange, which boasts 
it is the cornerstone of a “People’s Capitalism.” The stone is 
dated and the date is 1792. For the Stock Exchange has been 
in existence since that year. And this was neither an acciden¬ 
tal nor an exceptional development. In all capitalist countries, 
as the Encyclopedia Britannica puts it, stock exchanges, or 
markets “for purchase and sale of securities, such as shares, 
stocks, and bonds . . . have existed for centuries.”* 

Up to World War I the London exchange was “the greatest 
of the world’s stock exchanges in the range and volume of its 
transactions.” 6 It was only after World War I, when the 
United States overtook and replaced Britain as the leading 
capitalist country, that New York replaced London as the great¬ 
est of the world’s stock exchanges. 

But the London exchange still rivals New York, since the 
former covers “every comer of the earth and every class of 
security.” 6 Every Europeon capitalist economy has its func¬ 
tioning bourse or stock exchange—London, Paris, Amsterdam, 
Basle, and so on. Even old Russian capitalism had its func¬ 
tioning stock exchange, from the 1880’s up to 1914, in St. 
Petersburg. 

In the face of these facts any claim that the New York 
Exchange represents the cornerstone of a unique “People’s 
Capitalism,” peculiar only to postwar United States, clearly 
has no validity. 


Narrow Ownership and Control 

President Keith Funston of the New York Stock Exchange, 
in a special supplement to the N. Y. Herald Tribune, March 
31, 1957, claimed that “we have moved closer to a true Teo- 
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pie’s Capitalism’ in which millions of people everywhere—the 
great bulk of them in the middle income ranges—own the vot¬ 
ing shares of American business. What’s more, the trend of 
share ownership continues to expand.” 

The same line is taken by Professor Marcus Nadler in a de 
luxe public relations pamphlet, People’s Capitalism, published 
by the Hanover Bank of New York. “The economy of the 
United States,” says Dr. Nadler, “is rapidly assuming the char¬ 
acter of what may be termed ‘People’s Capitalism,’ under which 
the productive facilities of the nation—notably manufacturing- 
have come to be increasingly owned by people in the lower and 
middle income brackets or indirectly by mutual institutions 
which manage their savings.” 1 

Let us, then, consider how widespread is the ownership 
of the means of production in the U.S. A survey conducted 
by the New York Stock Exchange early in 1956 reported that 
the number of individuals owning shares totalled 8,630,000, or 
about 5 percent of the U.S. population. 

This figure is, of course, approximate and is definitely de¬ 
pendent on the methods employed in the calculation. Others 
have made considerably lower estimates of share owners. For 
example, the 1955 surveys by the Federal Reserve Board and 
by the American Institute of Public Opinion “imply ownership 
of 5,500,000 and 6,900,000 respectively,” the Dartmouth Re¬ 
search Council reported in a survey in 1956. 8 Note that the 
differences between these two estimates and that of the New 
York Stock Exchange are respectively 3.1 million and 1.7 mil¬ 
lion. Clearly, the margin of possible error (either overestima¬ 
tion or underestimation of the number of actual share owners) 
is very substantial, ranging up to 56 percent. 

However, much more important is the question of distribu¬ 
tion among the various income groups or classes of ownership 
of U.S. businesses through shareholding. The New York Stock 
Exchange keeps entirely silent on this decisive question, and 
apparently does so deliberately. 

In releasing the results of the survey by the Stock Exchange, 
indicating 8.6 million share owners in U.S. corporations, Presi- 
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dent Funston, on July 23, 1956, spoke of the widespread owner¬ 
ship as “creating a People’s Capitalism.” He claimed that the 
large number of shareholders “provides excellent evidence to 
send abroad about the real meaning of the most successful 
economic system ever devised.” 

Burton Crane, reporting the above-quoted release of the 
Exchange, also disclosed that, “No attempt was made to dis¬ 
cover the percentage of the American economy owned through 
shares by persons with income in the under-$3,000 or $5,000- 
to-$7,500 or over-$50,000 brackets. . . . Actually the data now 
available to the Stock Exchange could be used to extract such 
figures, but the Exchange has no present plans to put them to 
such use.” 9 

The Exchange would hardly forego the opportunity to derive 
those figures from the data at its disposal if it had reason to 
believe that they would help to prove its point. The very fact 
that it does not expect to put them to such use, strongly sug¬ 
gests that the available figures would reveal increasing con¬ 
centration of ownership and control of the U.S. economy. 

But we need not depend on this indirect evidence alone. 
A great deal of direct, unchallengeable evidence is available. 
The Brookings Institution, a recognized big business research 
organization, shows in its survey of share ownership (covering 
a period early in 1952), that only 0.2 percent of the unskilled 
workers, 1.4 percent of the semi-skilled workers, and 4.4 per¬ 
cent of the skilled workers and foremen owned any stocks 
at all. 

What is even more significant, only 2.3% of all stockholders 
in manufacturing corporations owned 57% of the total number 
of those corporations’ shares. In finance and investment com¬ 
panies 3% of their shareholders controlled 53% of all their 
shares. In transportation 1.5% of shareholders held 56% of 
the stock. 

Finally, in the field of public utilities (telephone, gas, elec¬ 
tricity, etc.) only 1% of the shareholders owned 46% of all 
shares. 10 

In 1952 the total number of shareholders in all companies 
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whose shares are quoted on the various stock exchanges, Brook¬ 
ings found, was 6,490,000. In other words, only slightly over 
6% of all adult Americans owned any shares, and the mass 
of these shares was controlled by 1% to 3% of the shareholders, 
or by 0.06% to 0.18% of the adult population. 

Thus, the effective shareholding control of the U.S. economy 
is concentrated in the hands of a tiny monopolistic class ranging, 
for the various branches, from two persons in every thousand to 
one person in every two thousand adults. The other millions of 
shareholders own an average of approximately four shares per 
stockholder, the Brookings study showed. This, of course, gives 
them no voice whatever in the control of the economy. 

This conclusion is substantiated by the 1957 Survey of Con¬ 
sumer Finances conducted by the Federal Reserve Board in 
cooperation with the Survey Research Department of the Uni¬ 
versity of Michigan. It shows that 89% of all the 56.1 million 
spending units (families and unattached individuals) in the 
U.S. own no stocks; 4% own less than $2,000 worth of stocks, 
and an additional 2% own between $2,000 and $5,000 worth of 
stocks. Only 3% of the families own stocks worth $10,000 or 
more. 11 The 6% who are little stockholders—those with less 
than $5,000—have really no more voice in the giant corpora¬ 
tions than the 89% of the population who own no stocks at all. 

The insignificance of stock ownership by wage earners is 
spelled out by Victor Perlo in an article in American Economic 
Review with estimates that the Rockefeller, the du Pont and 
the Mellon family groups each separately in 1956 “owned 
many times as much stock as all the wage earners in the United 
States. Indeed, the market value of Rockefeller holdings in a 
single corporation, Standard Oil of New Jersey, was twice the 
market value of all the holdings of all American wage earners.” 12 

The assertion by Professor Nadler in his pamphlet that “the 
production facilities of the nation have come to be increasingly 
owned by people in the lower and middle income brackets” 
thus clearly flies in the face of the facts. That is why he found 
it necessary to hedge by adding to his assertion the following 
clause: “or [owned] indirectly by mutual institutions which 
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manage their savings.” Let us consider the validity of this 
hedging. 


Institutional Stockholdings 

The “mutual institutions” mentioned by Professor Nadler are 
life insurance companies, savings banks, savings and loan asso¬ 
ciations, investment trust funds, pension funds, foundations and 
college endowment funds. 

No explanation is offered for listing college endowment 
funds and foundations as mutual institutions. Endowment funds 
and foundations lay no claim to “mutuality.” They are organ¬ 
ized and endowed by individuals or very small groups of people 
in the topmost income brackets and they are managed in the 
interest of these individuals and groups. 

Of all the above-mentioned institutions, only the savings 
and loan associations may, perhaps, properly be considered 
as mutual bodies. But these do not buy any corporation shares 
whatsoever, so they cannot possibly own any part of the nation s 
means of production. All the other institutions are mutual only 
in name. The population at large has no voice and only a 
very limited financial interest in them. Aside from that de¬ 
cisive fact, these institutions are so organized and run that 
they do not and cannot possibly make any contribution toward 
a wider distribution of ownership in the facilities of production. 

Mutual savings banks as a rule do not invest their resources 
in equity capital of corporations, though they may occasionally 
buy some non-voting cumulative preferred stock. In any case, 
of the $31 billion of total assets of all mutual savings banks, 
at the beginning of 1956, only $664 million (or about 2%) 
were in corporate stocks. This is about 3/lOths of \% of the 
value of the listed stocks on the New York Stock Exchange 
alone, and it is a still smaller fraction of the value of all out¬ 
standing issues on all the exchanges. 

“Mutual” investment funds issue their own stock to people 
who invest in them or purchase stock through them. Since 
89% of all the families covered in the government survey had no 
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stocks whatever, these 89? also have no share in these funds. 

The assets of private pension funds, now totaling almost 
$31 billion, if insured, are commingled with the assets of the 
insurance companies administering them. If not insured, these 
funds as a rule are managed by banks or other trustees selected 
in each case by the corporation which established the fund, 
and the beneficiaries or the recipients of the pensions have no 
voice whatever in the management of these funds. In fact, 
the courts say that the beneficiaries have no property right in 
the pension funds. “The power—what is left of it—lies in the 
trustees, or in those insurance companies which administer 
trusts.” 13 

This leaves only the insurance companies which do have 
at their disposal enormous resources—$90.4 billion at the be¬ 
ginning of 1956. While insurance companies, because of legal 
limitations, hold limited packets of stock (primarily preferred) 
—only $3.6 billion at the beginning of 1956—their enormous li¬ 
quid resources are used by the very small class of monopolists 
to exercise financial control over numerous corporations through 
the private flotation of big bond issues at critical moments and 
by other means. 

The insurance companies and savings banks as well as the 
private pension funds, foundations and endowment funds are, 
in reality, part of the apparatus of financial control and domi¬ 
nation of the entire economy by Wall Street. 14 

These facts are so well established and so striking that they 
must be admitted by every competent student with any claim 
to objectivity. To cite only two examples. J. A. Livingston 
is the financial editor of the Philadelphia Bulletin and economist- 
columnist for some 60 newspapers. From his studies and close 
daily contact with our economic system he reached the conclu¬ 
sion that, “we have half truths which are whole falsehoods. 
I refer to the phrase ‘people’s capitalism’. . . . Great efforts are 
made to popularize it. . . . The implied imagery is obvious. . . . 
Common stocks are widely dispersed in a nation of great 
corporations and little capitalists. To me that verges on a 
pathetic fallacy and is a vicious image.” And, as for the phrase 
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“corporate democracy,” he adds, “Corporations arc not democ¬ 
racies. They are plutocracies.” 15 

Also, Professor C. Wright Mills of Columbia University, 
in his latest work, cannot escape the conclusion that “The idea 
of a really wide distribution of economic ownership is a cul¬ 
tivated illusion: at the very most, 0.2 or 0.3 percent of the adult 
population own the bulk, the pay-off shares of the corporation 
world.” 16 


Wall Street Finds a “TypicaT Shareholder 

There is an amusing side to attempts by the New York 
Stock Exchange and other proponents of “People’s Capitalism” 
to cultivate the illusion of widespread corporate ownership. 
In their overeagemess they have released information which, 
upon analysis, goes far to expose the deception. One story 
issued by their public relations men reads in part as follows: 

“Two walking and talking statistical averages arrived in 
New York from Elkhart, Ind., the other day to be guests of the 
New York Stock Exchange. Their names: Mr. and Mrs. Donald 
M. Kuehl, who best typify the American stockholder and his 
wife. 

“Out of data compiled from its 1956 shareowner census, 
the Big Board found that the typical person among the esti¬ 
mated 8,630,00 American stockholders was a man, 48 years 
old, married, with two children, an annual income of $7,500 and 
a resident of some northern Indiana community of about 30,000 
population. 

“After three weeks’ search the Exchange found Mr. Kuehl, 
district circulation manager of the South Bend Tribune. . . . 
His wife had acquired a share of the American Gas & Electric 
Co. while working for the company. . . . The share has evolved 
into 23 shares with the help of reinvested dividends, stock 
splits and purchase options.” 17 

This picture of Mr. Kuehl, who, the Big Board asserts, best 
typifies the U.S. stockholder, is quite revealing. This “typical” 
shareholder had an annual income of $7,500. But official sta- 
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tistics show that almost four-fifths of all American families 
and unattached individuals (exactly 78.1?) have an income 
(before taxes) of less than that amount. 18 That is, they have a 
lower income than the “typical” shareowner, Mr. Kuehl. 

Let us now consider how insignificant is the shareholding 
even of Mr. Kuehl. He owns 23 shares of American Gas and 
Electric Co. The closing price of these shares on April 12, 
1957, was $36.50; so his total share in the assets of that com¬ 
pany amounted to $839.50. 

As of the end of 1956, American Gas & Electric’s assets 
amounted to over $1,312,000,000, and it had outstanding 19,- 
664,259 shares. It would take almost 9,000 shareholders of 
the type of Mr. Kuehl to control even 1% of the common stock 
of American Gas & Electric. 

But the cultivators of the illusion that corporation owner¬ 
ship is widely distributed protest that “while of course workers 
[as shareholders] do not control the corporations, they do 
benefit from dividends and stock price rises,” as Sylvia Porter 
put it in the New York Post , August 27, 1956. 

As for Mr. Kuehl, “who best typifies the American stock¬ 
holder,” according to the Big Board, although his annual in¬ 
come is far above that of even the skilled workers, we note 
these facts. The American Gas fit Electric paid in 1956 a cash 
dividend on its common stock at $1.39 a share. So Kuehl 
received in dividends on his 23 shares a total of $31.97, or less 
than 4% on the market value of his shares. 

As to benefiting from rising prices of stock, it just happens 
that prices also fall as well as rise. In the case of Kuehl’s 
shares, their closing price on Dec. 31, 1956, was $37.25, and by 
April 12, 1957 it had declined to $36.50—a loss of 75 cents 
a share. 

A banner headline in the special Stock Exchange supplement 
of the Herald Tribune, March 31, 1957 reads: “Funston Hails 
Wide Ownership of Stocks as People’s Capitalism.” The figures 
and facts noted above prove that the claim of widespread 
distribution of ownership of U.S. businesses, especially the big¬ 
gest concerns, is a cultivated illusion and a deliberate deception. 
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The special campaigns fostered by the biggest corporations 
and the Stock Exchange to get workers and consumers of 
industrial products to buy corporate stocks are intended to 
mask the monopolistic control of the U.S. economy, and also 
to secure “good will” support by the masses of the people for 
the giant corporations. In that way Big Business expects to 
reduce the resistance to higher prices and higher rates and to 
weaken the collective bargaining power of the trade unions 
without, however, loosening in the slightest degree its control 
over the billionaire corporations. 





II. EMPLOYEE STOCK OWNERSHIP 
SCHEMES 


The promoters of “People’s Capitalism” myths lay special 
stress on employee stock purchase plans that have recently 
been sprouting again. And it is the biggest corporations which 
have taken the lead in these schemes. 

General Motors is America’s largest industrial “private enter¬ 
prise.” It has a direct and indirect controlling hold on many 
branches of our economy in addition to cars and parts (ap¬ 
pliances, locomotives, earth-moving machinery, finance, in¬ 
surance, etc.). It has had its own representative in the Eisen¬ 
hower Cabinet, and its tentacles are spread throughout the 
capitalist world. General Motors asks the people to take “A 
Look at GM,” and here is its own self-portrait. 

“General Motors is owned by shareholders—565,408 of them 
—at the end of 1955.” In addition, “the General Motors Saving- 
Stock Purchase Program . . . became effective October 1, 1955, 
and at the year-end 88,000 salaried employees were partici¬ 
pating.” 

The GM Public Relations staff does not depend upon the 
people to draw their own conclusion from this self-portrait. It 
continues: “To an extent often overlooked, the U.S. is a nation 
of capitalists, and our American industrial and economic system 
can truly be called the people’s capitalism.” 

The mightiest public utility monopoly, American Telephone 
& Telegraph Co., in a recent pamphlet The Telephone in 
America, tells of the “widespread ownership” of the company by 
investors, and emphasizes that “more than 200,000 Bell System 
employees own AT&T stock purchased under payroll savings 
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plans. Many of these together with other employees are now 
buying shares under the current payroll savings plan.” 

The biggest monopoly in the field of electrical equipment. 
General Electric Co., ran a full-page ad in the Wall Street Jour¬ 
nal, May 13, 1957, headlined “people’s capitalism.” It says that 
in addition to the many “customers, suppliers, dealers, or neigh¬ 
bors in our plant communities,” who are “the Company’s own¬ 
ers,” there are also “some 129,000 of the men and women who 
work at General Electric” who are “owners or becoming own¬ 
ers.” And GE asks you to draw the conclusion that in America 
“nearly every citizen is a capitalist.” J9 

Columnist Sylvia Porter, in the New York Post, January 8, 
1957, is impressed by the release of the New York Stock Ex¬ 
change “that just in this nine-year period (since 1947) 40 % 
of the 1,066 domestic companies listed on the Exchange have 
adopted stock purchase plans for their employees!” “And,” she 
concludes, “if these plans spread as expected, within another 
generation we’ll be well on our way to ownership of American 
industry by American workers. And then, ‘people’s capitalism’ 
truly will be a blazing reality.” 

Such a starry-eyed view is wishful thinking. In fact, some 
executives are even alarmed lest their workers take this propa¬ 
ganda too seriously. As one of them cautioned, “They [the 
workers] might start really thinking it’s their company.” 20 Ac¬ 
tually, hard-headed Big Business has designed these “share- 
ownership” plans as a sort of minor fringe benefit to stave off 
substantial demands (like that for Supplementary Unemploy¬ 
ment Benefits, etc.) and to influence them in a desired di¬ 
rection. 

After two giants of the chemical industry—du Pont and In¬ 
ternational Minerals & Chemicals—had adopted employee stock 
purchase plans, a trade journal explained the motives for such 
plans in the following words: “Generally, an employee who is 
investing regularly and seriously in the company he is working 
for has a different economic viewpoint than the labor union 
zealots so prominent in the country’s work force during the 
1930’s.” 21 
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Now, what are the facts? Let us note, first, that these em¬ 
ployee stock ownership plans are neither a new development 
in this country nor unique to it. Such plans have existed in the 
U.S. for several decades. They were especially used by the 
super-trusts organized by the Morgan financial empire at the 
dawn of this century. 

Before the 1929 Market Crash 

The Illinois Central RR had such a plan as far back as 1893. 
The U.S. Steel Corp. started one in 1903 and abandoned it in 
1933. Such plans became especially popular in the 1920’s dur¬ 
ing a period of recovery, business boom and rapidly rising stock 
prices. This was just after U.S. Steel, with the assistance of the 
Department of Justice under A. Mitchell Palmer, had succeeded 
in crushing the first general strike of steel workers. 

As reported in 1929 by Herbert Hoover’s Committee on 
Recent Economic Changes, the employee stock purchase plans 
of the 1920’s were “in part . . . the result of the deliberate 
policy of many business enterprises designed to encourage their 
workingmen to share in the ownership of the business.” It 
would have been more candid (as events soon proved) to 
say they were designed to create the illusion that the workers 
share in the ownership of the business. 

In the 1920’s too, the academic high priests of capitalism 
cultivated that deceptive image. It was claimed by Professor 
Thomas Nixon Carver of Harvard that through these two de¬ 
velopments (stock ownership and profit sharing), together with 
the growth in savings banks deposits, insurance policies, and 
building loan funds, “we are undergoing ‘a revolution that is to 
wipe out the distinction between laborers and capitalists by 
making laborers their own capitalists and by compelling most 
capitalists to become laborers of one kind or another.’ ” 22 

In their heyday in the 1920’s, according to the best authority 
on the subject, there probably were more than 750 active em¬ 
ployee stock ownership plans in operation. In 1927 the move¬ 
ment embraced a million employees whose shares totaled a 
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billion dollars, Professor F. Foerster of Princeton reported in 
1931. 23 

To get the picture in perspective, let us remember that the 
total value of all stocks listed on the New York Stock Exchange, 
as of January 1, 1927, was only $38.8 billion as against $212 
billion on January 1, 1957. In 1927 employee stockholders 
thus owned 2.6% of the total stock of all listed corporations. 
To maintain this ratio employees would now have to own $5.5 
billion worth of stocks merely to regain the same position as 
“co-owners” of the industries they had in the late twenties, 
a position that proved to be such a delusion. 

When the boom of those days crashed into the depression 
of the 1930’s, the workers discovered that the billion dollar 
“co-ownership” castle in the air was just a common mouse trap. 
The “co-owners” were fired and exposed to mass unemployment, 
evictions, Hoovervilles and hunger. They not only lost their 
jobs but also the savings that had originated within the com¬ 
panies and which they were told would transform them into 
“capitalists.” 

To be sure, a very few companies, like General Foods Corp., 
were compelled to repurchase stock from employees at the sale 
price, but the savings of the overwhelming majority of the 
worker stockholders were wiped out. As a result practically all 
the employee stock purchase plans of the 1920’s were aban¬ 
doned, and by the end of the 1930’s there were hardly a dozen 
such schemes in operation. 

The business boom during and after World War II brought 
a new spate of employee stock ownership programs with re¬ 
newed cultivation of the illusion that they were going to usher 
in the Golden Age, this time not of American Free Enterprise 
but of “People’s Capitalism.” 

Significance of Current Stock Plans 

The latest drive by Big Business to induce employees to buy 
corporate stock requires a still stronger appeal than was used 
in earlier campaigns. As Business Week (May 11, 1957) noted: 
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“It isn’t enough, any more, simply to establish a mechanism 
for the workers to buy stock without paying brokerage fees— 
and then preach the glories of owning ‘a piece of American pros¬ 
perity.’ Other enticements are necessary to capture the em¬ 
ployee’s imagination.” 

In spite of the “new enticements” the present stock owner¬ 
ship balloon has never risen to the heights it reached in the 
1920’s. The claim in press releases that the extent of the move¬ 
ment now “dwarfs anything seen before” (New York Post, 
January 8, 1957) is deceptive propaganda. 

All such programs are registered with the Securities & 
Exchange Commission which does not differentiate between 
plans limited to executives and key employees and those open to 
rank-and-file workers. Even so, from 1’947 to the beginning of 
1957, only some 425 plans were registered. That is quite a few 
less than in 1927, when they numbered about 750. Also, a 
considerable number of the plans registered since 1947 have 
either been abandoned or became dormant and inactive. A 
National Industrial Conference Board study (in 1953) of 68 
such registered programs found that 10 of them were aban¬ 
doned, another 30 were inactive and only 28 were actually 
in operation. 

On that basis there are probably no more than 175 plans 
in operation today. This conclusion is indirectly confirmed 
by the estimate of the well-informed Fortune magazine that by 
August, 1955, the number of listed major companies which of¬ 
fered savings and stock participation programs for all their 
employees did not reach 100. The extent of the present move¬ 
ment thus hardly exceeds one-fourth that of 1927, two years 
before the stock market crash. 

What new blandishments do the present programs offer the 
workers? There is an endless variety of details. But all of them 
hold out some land of promise to turn employees into “owners” 
and to protect them against losses even in a declining market. 
All programs impose on the employees a compulsory saving 
plan through regular deductions from the payroll mostly from 
\% to 5% (depending on earnings and length of service) for a 
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specified period, mostly three to five years, with the employee 
acquiring title to the stock at the end of that period. 

Three Types of Plans 

The actual acquisition of the company’s stock by an em¬ 
ployee is accomplished by one of the following methods: 

1. One group of plans (for example, AT&T, Dow Chemical, 
International Minerals & Chemical) provide for outright pur¬ 
chase of the stock, treating the savings-deductions from wages 
as installment payments, upon the completion of which the 
employee receives his shares. The inducement in these plans 
consists in offering employees the stock at a price from 5 % to 
15 % below the market quotation. 

2. Some plans, like those of Standard Oil Co. (N.J.), Sun 
Oil, and Sears Roebuck, put the savings deductions from the 
payroll into a trust fund to which the company also contributes, 
in some cases as much as 50% of the amount deducted from the 
payroll. But the receipt of the stock by an employee is often 
deferred until attainment of a certain age, total permanent 
disability, or retirement, or it is given to his heirs after his 
death. 

3. A third group of plans let the employee decide whether 
the total amount of his savings deductions, or half of the 
amount, shall be invested in non-speculative government bonds 
and only the other half in company stock. The company, on 
its part, distributes to the worker as a free bonus a number of 
shares equivalent to a certain percentage of the cost of the 
bonds (15% in the case of General Electric), provided the em¬ 
ployee holds the bonds for a specified number of years—five, 
under the GE plan. 

Standard Oil’s Worker Stockholders 

To get an idea of how insignificant are the benefits which 
these schemes offer the workers, let us consider one of the most 
generous and publicized programs, that of the Esso Standard 
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Oil Co. This company is a leader in the oil industry which, 
with high profits and low labor costs, “has long pushed stock 
participation as a means of enlisting workers’ loyalty.” 24 On 
May 28, 1957, the press carried leading headlines, one of which 
read, “20,000 out of 27,000 Esso Workers Are Now Holders 
of Company Stock. Average 95 Shares.” 

On June 4 the New York Herald Tribune went into edi¬ 
torial ecstasies, declaring that, “In the United States . . . the 
workers themselves, in many cases, share in the ownership of 
the factories in which they work. ... For example, of the 27,000 
employees of the Esso Standard Oil Co., more than 20,000 
are stockholders in the parent company, Standard Oil Co. 
(New Jersey). The average holding is 95 shares with an an¬ 
nual dividend return of $200.” 

But even on their face the quoted facts scarcely merit the 
extravagant editoral enthusiasm. Esso Standard Oil Co. had 
203,488,000 shares outstanding (as of December 31, 1957). All 
the 20,000 Esso employees taken together own some 1,900,000 
shares, or less than 1% of the total. Moreover, the employees’ 
stock is held by a company-selected trustee, and cannot be 
voted by them. Also a substantial portion becomes available 
to the employee “only at retirement, death or other termination 
of service” (quoted from Standard Oil proxy statement). It is 
sheer fantasy to consider these employees as sharing in the 
ownership of Standard Oil Co. (N.J.). 

It is even more misleading to suggest, as apologists of “Peo¬ 
ple’s Capitalism” do, that if such stock ownership plans were to 
continue for a generation the workers would pretty nearly be¬ 
come the real owners of the respective industries. 

Ownership “Pie” After Two Centuries 

The official statement of Standard Oil Co. (N.J.) carried by 
the New York press, May 28, 1957, said that 1956 was the very 
best year for its Plan in terms of number of shares subscribed 
for by its employees. During that year they increased their 
holdings by 600,000 shares. This included shares acquired bv the 
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supervisory staff and members of management. Even so, and 
on the untenable assumption that once acquired the workers 
and other employees would never be forced by emergencies to 
sell their shares, especially during periods of recurring unem¬ 
ployment, it would still take 170 years for employees to buy up 
a majority of the outstanding shares of this corporation! And if 
we made allowance for the portion of the shares that were 
acquired by members of the management and supervisory staff, 
the period needed for Standard Oil employees to acquire a 
majority of the stock would have to be extended to several 
centuries! This is equally true of all the other Plans, except that 
in most cases it would take a still longer period for the workers 
to buy up a majority of the stock of their respective giant 
enterprises. 

Nor is there any reason whatever to boast about the “aver¬ 
age” shareholdings and the dividend returns presumably re¬ 
ceived by the employees. Averages can be extremely deceptive. 
To illustrate, if 99 out of 100 employees owned only 10 shares 
each and one owned 8,510 shares, the average would be 95 
shares for each of the entire 100. This is not an imaginary pos¬ 
sibility; it pretty closely represents the actual situation. 

Under the Jersey Standard thrift plan the savings deductions 
range from 2 % for the low-paid rank-and-file workers to 1056 
for the highest-paid executives, and the company contributes 
respectively from 1% to of his annual compensation. 

On the liberal assumption that the earnings of rank-and-file 
production workers are $5,000 a year, the total amount credited 
to a workers thrift account (256 savings, plus 1 % as the company’s 
contribution) would be $150 a year. It would clearly be out of 
the range of possibility for a rank-and-file worker to accumulate 
anywhere near $6,000 within a few years under this plan. 

On the other hand, the basic salaries of the directors of 
Jersey Standard, aside from incentive bonuses and payments for 
annuities, range from $24,152 to $225,000 a year. The contribu¬ 
tion of the company toward the thrift account for the 14 com¬ 
pany directors amounted, in 1956, to $169,077. 

The Jersey Standard proxy statement does not indicate the 
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amount the directors chose to deduct from their own salaries for 
the thrift account, but it was at least equal to the contribution 
of the company. So on a very minimum basis the total of credits 
on the thrift account for the 14 directors was equal to that of 
at least 2,200 rank-and-file workers. 

Then there are the high-salaried President, Vice Presidents, 
technical and supervisory staff, and so-called key employees. 
To average the thrift account shareholdings of the directors and 
high-salaried personnel with those of the rank-and-file produc¬ 
tion workers, as the Esso Standard publicity does, is to present 
a deliberately distorted and deceptive picture. 

Since the real shareholdings among the rank-and-file em¬ 
ployees under the Jersey Standard thrift plan cannot possibly 
amount to more than a fraction of the deceptive “average” of 
$6,000, their real annual dividend returns are also but a fraction 
of the claimed average annual dividend return of $200. 

To be sure, there are higher-paid engineers and supervisory 
employees whose shareholdings may, perhaps, actually amount 
to some $6,000, with resulting dividends of $200 a year. But 
even such a higher-paid employee gets really very little benefit 
out of the Jersey Standard thrift plan. The company’s contribu¬ 
tion to his shareholdings and dividends amounts, at best, to 
one-third. The annual premium he thus gets from the company 
does not exceed $67 a year. That is probably less than he would 
receive as a result of either a 1? cost-of-living upward adjust¬ 
ment of his wages or of a supplementary unemployment benefit 
provision under a union agreement. 

In exchange for the insignificant fringe benefit derived from 
the plan, the worker has to agree to what is virtually an indenture 
contract for a number of years, and he also assumes the risks 
of market fluctuations in the price of the stock. This is by no 
means a minor risk. Even in the more prosperous year 1956 
the price of Jersey Standard stock fluctuated between $6256 
and $4756 a share, a spread of about 25%. (In the first seven 
months of 1958 the stock’s high was never above $55% and the 
low was $47%.) 
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Company Public Relations Programs 

To an increasing extent the billionaire corporations are now 
designing their stock ownership programs not only as a means 
of sapping union solidarity but also as tools in their campaigns 
for better “public relations.” 

A 1956 study by the National Industrial Conference Board, 
major private U.S. business research organization, found that 
the prime objective of any effective public relations program is 
to create a “good name” or “acceptance” for the company and 
its products, with a view to increasing its profits. And sometimes 
the objective is broadened to include better “acceptance” of 
the entire “free enterprise” system. A study by Rudolph Sobem- 
heim and William Brown in the Columbia Law Review (Novem¬ 
ber, 1955) reported that “employers have become more con¬ 
scious of the need to gain acceptance among their employees 
of business enterprise as an institution.” 

Developments since World War II have shown that the So¬ 
viet Union and other socialist countries can and do significantly 
increase production without benefit of the profit incentive of 
private enterprise (see final section of this pamphlet). This 
fact tends to shake the people’s faith in the immutability and 
superiority of capitalism. It is not surprising, therefore, that the 
motives of the corporations in pushing their new stock plans 
frankly include the “desire to strengthen the workers’ attach¬ 
ment to the present economic system,” as the Columbia Law 
Review writers put it. 

Such public relations programs are carried out on a colossal 
scale. For instance, the Standard Oil Co. (N. J.) alone employs 
nearly 450 public relations people—65 in the main office and 
380 in the 40 offices of its subsidiary operating companies. 

In addition to their special personnel devoted to public 
relations, Big Business also employs outside experts and free¬ 
lance writers as consultants. “Typically,” reports the National 
Industrial Conference Board study, “writers are commissioned 
from leading newspapers and magazines for special public rela¬ 
tions jobs.” In this field the American Telephone & Telegraph 
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Co. has been an outstanding leader. Its stock ownership plan 
has, from the very beginning, been designed as a public rela¬ 
tions tool. 


Helping AT&T Raise Rates 

AT&T is a giant among the corporate giants. Its $14.5 billion 
of assets are more than twice those of General Motors; and 
it has 20$ more employees. It is a near monopoly in its field. 
For years it has been engaged in a high-powered campaign to 
hide its monopolistic nakedness in a suit of clothes woven out 
of sheer illusions, advertising itself as, “A business owned by 
the people.” 25 But its savings-deductions employees-stock 
ownership plan, even as a minor fringe benefit, is quite as 
illusory as that of the Standard Oil plan described above. 

Under the AT&T program an employee may subscribe to 
one share or less for each $500 of his annual basic rate of pay. 
U.S. Department of Labor figures show that the gross average 
weekly earnings of telephone employees during the 12 months 
ending March 1957, were less than $75 (over $5 a week less than 
the average for all manufacturing industries), and therefore less 
than $3,900 a year. The worker can accordingly elect to purchase 
a maximum of seven shares, for which he pays by deductions 
from his wages at the rate of $5 a month. (No prepayment is 
allowed.) 

On the paid-up installments the employee gets 2% interest, 
which is considerably less than the 3$ or more he could get 
from a savings bank or from an insured savings and loan associa¬ 
tion. 

Upon completion of his deduction payments, which take 
approximately three years, the AT&T employee gets a premium 
of $20 a share, or a total of $140 with the below-market price 
he is paying for the stock. That premium is only slightly more 
than 1% [1.2%] c.a the total amount of wages he received during 
the preceding three years and not much more than he lost in 
the lower rate of interest received on the accumulated amount 
of installment payments. Remember also that during these three 
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years his wages were more than 6% below the average for all 
manufacturing industry. 

As the owner of seven AT&T shares at the expiration of the 
three-year period, he will receive $63 a year in dividends ($8.40 
of which will come from the premium he received from the com¬ 
pany), provided the AT&T extracted big enough profits to con¬ 
tinue paying dividends at the rate of $9 a share. 

The AT&T has continually diluted its stock. Since 1947 
the number of its outstanding shares has been roughly trebled, 
from 20.6 million to 62.9 million on February 1, 1957. As a re¬ 
sult, American Telephone and Telegraph must now exact from 
telephone users three times more net profits than in 1947—$566 
million instead of $185 million—just to cover the payment of the 
$9 dividend on its common stock. And further increases in the 
number of outstanding shares are scheduled. This powerful 
monopoly evidently expects to be able to extract from the peo¬ 
ple still more extravagant profits through skyrocketing charges 
to provide for the continued payment of the same $9 dividends 
on its increasingly diluted stock. 

The government’s regulatory agencies have been more than 
“friendly” to AT&T. As Gov. Harriman said about the Republican 
leadership of the N. Y. State Legislature, these authorities were 
“more interested in serving the interests of powerful special 
groups than the interests of the people.” During the five-year 
period, 1951-1955, the public service commissions of various 
states granted AT&T higher rates which brought a staggering 
total increase of $398 million a year. 

These rate increases were imposed despite the fact that the 
people have always been assured that big business, with its 
increasing mass production and automation (replacing opera- 
ators with mechanical dialing system, etc.) would result in a 
reduction of costs and rates. 

In 1957, AT&T was making another attempt to gouge from 
the people many additional millions. By mid-February it sought 
increases in rates in many states totaling some $130 million, 
including $55 million in New York State. The regulatory author¬ 
ities and the leadership of the Republican majority in the New 







28 


people’s capitalism 


York legislature proved no trouble at all. All efforts at the 
regular and at a special session of the legislature, to obtain a 
law curbing the insatiable appetites of AT&T, were defeated 
by the obstruction and deliberate refusal of the Republican 
majority to take any action. Nor did the Democratic minority 
exert itself on behalf of the bill. By mid-October the New York 
State Commission granted AT&T a rate boost of $33 million. 
Together with rate increases already obtained from other states, 
this brought the total up to $63 million. But AT&T is already 
planning a further dilution of its stock. By the end of October, 
1957, it had additional applications in 23 states for further rate- 
boosts amounting to a total of another $118 million a year. 28 
However, while the regulating authorities and political bosses 
seem always ready to lend their “cooperation” to the mightiest 
telephone monopoly, no questions asked, there is still the danger 
that the people may be aroused. Hence the intensified campaign 
for illusory employee and consumer stock ownership. 

“Little evidence is at hand,” said The Exchange , organ of the 
N. Y. Stock Exchange, June, 1957, “to indicate that a householder 
ever genuflects before the bill he received . . . from the public 
utility. ... It seems reasonable to believe though that the indi¬ 
vidual who owns the utility’s dividend-paying stock probably 
accepts his bill with greater tolerance than others, since he par¬ 
ticipates in the company’s earnings.” 

The individual worker-householder who owns a few shares 
may be influenced to believe that a possible reduction in the 
dividend rate would cost him more than, say, a 50-cent increase 
in his monthly charge for telephone service. He may not stop 
to think that the seemingly slight increase in the utility rate 
piles up as an overhead cost of the producer, wholesaler, trucker, 
and retailer, and is soon reflected in his rising cost of living. He 
may fail to consider that later Big Business will turn the heat 
on him, charging that his union wages are responsible for the 
high prices. 

As for “sharing in the ownership,” the Encyclopedia of the 
Social Sciences reported that 320,000 AT&T employees at the 
end of 1930 were still making payments on their options to pur- 
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chase company stock. But now, 27 years later, the AT&T release 
tells us that only some “200,000 employees own stock purchased 
under payroll savings plans.” Moreover, 27 years ago the em¬ 
ployees owned about one-eighth of the AT&T stock. At present 
the AT&T does not reveal what portion of its stock is held by 
employees, but we estimate that their shareholdings are less than 
one-twentieth of the total. 

In this connection we note the statement of Lewis D. Gilbert, 
expert on corporate practices, that all the smaller “independent” 
stockholders, with one single exception, were never able to get 
more than an ineffective 5 % of the total vote cast at annual 
AT&T meetings. The only exception was in a vote on the pro¬ 
posal to put a ceding on the pensions paid to directors and high 
officials. Although this proposal was also favored by some very 
large stockholders, the independent vote for it did not exceed 
1035 of the stockholders. 27 (At the 1958 meeting the favorable 
vote went a trifle higher, to 13.435.) For a solid controlling 
majority of the stock of this and every other big corporation is 
tightly held by a small number of topmost wealthy families and 
by banks, trustees, and foundations, with nominees acting at 
their behest. The proxy vote of that stock represents the real 
effective ownership of AT&T and exercises total control over it. 

Summing Up on Stock Ownership 

To sum up. The facts and figures in the preceding pages 
indicate that: 

Some 9035 of the American people own no stocks at all and 
the shareholdings of the great majority of the other 10* are 
limited to an insignificant number of shares. Neither directly 
nor indirectly through so-called mutual financial institutions 
(savings banks, insurance companies, etc.) do the overwhelming 
majority of the people have any effective share in the ownership 
or control of American business or capitalism. 

Employee stock ownership plans and the intensive campaigns 
lor consumer stock ownership are merely schemes designed to 
mduce the workers and the public to believe that monopolistic 
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enterprises are owned by the people. The richly-supported 
propaganda seeks to implant in the public mind a misleading 
image of “People’s Capitalism.” Actually it aims to undermine 
the collective bargaining power of employees and impair their 
capacity to implement the gains they had won in former hard 
struggles. It aims also to weaken the resistance of customers 
to increases in the prices of goods and in the charges for tele¬ 
phone, light, gas, transportation, and other services. 

Any benefits the little stockholders (whether employees or 
consumers) may receive in the form of dividends or increased 
market value of the few shares they own, is extremely slight, 
very rarely exceeding the amount of straight interest they might 
have received from insured savings institutions on the original 
cost of their shares. Such insignificant benefits are more than 
offset by the loss of earnings and the increased cost of living 
as a result of impaired bargaining power and weakened re¬ 
sistance to inflated prices and rates, not to speak of the risks 
connected with stock market fluctuations and the rapid decline 
of the market value of stocks in periods of business recession. 

The effective ownership and control of the big companies 
and the entire U.S. capitalist economy is concentrated in the 
hands of a tiny but powerful class of super-capitalists that com¬ 
prises less than one fifth of 1% of the total adult population of 
the United States. 

The package labeled “People’s Capitalism” is in reality 
nothing else but monopoly capitalism. 








III. ECONOMIC GROWTH UNDER 
CAPITALISM 


On November 16 and 17, 1956, a panel for the discussion of 
“People’s Capitalism” was held in New Haven, Conn., under 
the sponsorship of Yale University and the Advertising Council. 
The purpose, as announced in the American Round Table report 
called People's Capitalism , which gave a digest of the discussion, 
was to help make clear “the new, unique and vital economic 
system which has evolved in America.” It attempted also to 
reach conclusions on “the manner in which the American form 
of capitalism differs from older (and less enlightened) forms.” 

In the course of this discussion the college professors and 
others who participated did not follow the line of argument 
which we have analyzed in the first part of this pamphlet. In 
fact, they went so far as to admit that “widespread ownership 
of capital, though significant, is not an essential feature” of 
People’s Capitalism. 28 

The “brilliant minds from the Yale faculty,” as C. L. La 
Roche, Chairman of the People’s Capitalism Committee of the 
Advertising Council, called them in a foreword to the digest 
report, shifted from emphasis on widespread ownership of 
capital to “the broad distribution of the benefits of the economy.” 
At the same time they made a prudent reservation concerning 
the American inclination to solve problems of economic need by 
increasing total output rather than by rearranging distribution 
of a fixed quantity of goods.” Here is how Edmund W. Sinnott, 
Dean Emeritus of the Yale Graduate School, who was Moderator 
°f this American Round Table discussion, put it: “Instead of 
giving everyone a precisely equal share of the existing product 
m the socialists’ fashion, our objective has been to give every¬ 
one more by enlarging production.” 
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Prof. Henry G. Wallich of Yale, developing the same theme 
of rapid economic growth, expressed it somewhat more crudely 
and pointedly: “It should make it easier for us to accept some 
inequality, if we recognize that over a period of years even 
those who find themselves on the short end of inaquality have 
more to gain from increased growth than from any conceivable 
income redistribution.” And the chief executives of our major 
corporations also make the same point. For example, Roger 
M. Blough of the U.S. Steel Corp., in his Economic Club address, 
said that modern U.S. capitalism has learned “how better to 
multiply our economic capabilities,” and should be credited 
with “the miracle of economic multiplication” or increasing the 
total output of goods. 29 

We shall not discuss here the question of the “short end of 
inequality,” which we are asked to accept without protest in 
exchange for the “pie in the sky” promised after a period of years 
as a result of “the miracle of economic multiplication.” But we 
want to examine carefully whether there is any foundation for 
the claim of better multiplication or more rapid economic 
growth. There are two objective tests: 

1. We can compare the rate of U.S. economic growth during 
the present advanced stage of U.S. capitalism, misleadingly 
labeled “People’s Capitalism,” with the rate during earlier 
periods when admittedly it was capitalism of the common, 
ordinary variety. 

In connection with this test it is essential also to note the 
frequency and amplitude of the fluctuations in the total output 
of goods or the recurrent business contractions and expansions. 

2. We can compare the rate of economic growth in all the 
above aspects under the U.S. capitalist system and under the 
challenging system of Socialism. 

Trend of Growth, Past and Present 

A careful statistical study by the National Bureau of Eoo 
nomic Research of the rate of growth of total and per capita 
national income since the early 1870’s, and up to the eve o 
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World War II (1938), reached telling conclusions, summarized 
in the following table: 

PERCENT CHANGE OF U.S. NATIONAL INCOME, 1874-1938 
(IN VARIOUS INDICATED PERIODS) 

% Change by Five-Year Periods 
Total national Per capita 

Period income national income 

1874-1898 26.8 13.5 

1894-1913 20.1 9.7 

1914-1938 9.3 2.6 

Source: S. S. Kuznets, National Income. A Summary of Findings. National 
Bureau of Economic Research, N. Y. 1946, Table 10, pp. 32-34. 

The table shows that the rate of economic growth has de¬ 
clined markedly from the earlier period, 1874-1898, to the later 
period of 1914-1938. The rate of increase of total national in¬ 
come fell from about 27* per five-year period during the earlier 
stage of U.S. capitalism (1874-1898) to slightly over 9$ during 
the later stage of its development (1914-1938). The decline in 
the rate of growth of the per capita national income was even 
more drastic—from 13.5* to less tlian 3%. 

The slowing down of economic growth continued through 
the postwar period despite the variety of new labels under which 
U.S. capitalism has been operating. Here are the findings of 
a report prepared by experts for the Joint Economic Committee 
of the U.S. Congress: 

A. INDEXES OF THE ANNUAL AVERAGE RATES OF GROWTH 
OF INDUSTRIAL PRODUCTION IN THE UNITED STATES 

1- Index of Industrial Production 2. Average Annual Rate of 

Growth 


Year 

Index 

Period 

Average annual increase 

1867 

100 


1907 

773 

1867-1907 

5.2% 

1928 

100 

1928-1955 

3.6% 

1955 

262 




Source: Soviet Economic Growth: A Comparison with the United States. 
Prepared for the Joint Economic Committee of the 85th U.S. Con¬ 
gress, Washington, 1957. p. 24. 
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The average annual rate of growth of U.S. industrial produc¬ 
tion during the latest period (1928-1955) thus declined by almost 
a third below that of the earlier period (1867-1907)—from 5.2S» 
to 3.6?. 

To eliminate the possible objection that the more rapid eco¬ 
nomic growth during the earlier (1867-1907) period may, to 
some extent, be the result of starting from a lower base, we may 
compare the rates of increases of industrial output during each 
of the last five years of the same two long periods. Both of the 
5-year periods, 1922-27 and 1950-55 occurred at a high stage 
of industrial development, and both were periods of general 
prosperity. Moreover, the growth of industrial production in the 
1950-55 period was stimulated also by the Korean war. Neverthe¬ 
less, there was a considerable retardation of economic growth in 
the later five-year period as shown by the following table: 

B. INDEXES OF THE AVERAGE RATE OF GROWTH OF 
INDUSTRIAL PRODUCTION IN THE UNITED STATES 

1. Index of Industrial Production 2. Average Annual Rate of 

Growth 


Y ear 

Index 

Period 

Average annual 

1922 

100 



1927 

130 

1922-27 

5.3* 

1950 

100 



1955 

124 

1950-55 

4.4% 


Source: Same as for Table A. 

Thus our ability to “multiply” declined in the latest pros¬ 
perous five-year period (1950-55) by almost one-fifth compared 
with the earlier period (1922-27), and this was despite the 
obvious stimulus of the Korean war. 

To sum up, it seems that far from having learned better to 
multiply we have really lost a great deal of our multiplication 
ability. Rather than enlarging production faster, U.S. capxtalisu 
at its present stage of development, regardless of any “selling* 
label the Advertising Council may design for it, has actually 
reduced U.S. economic growth to a considerably slower pace. 
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Characteristics of Capitalism 

This retarded growth of the U.S. economy has not just hap¬ 
pened. It has not been due to any special adversities. It has 
come about as an inescapable result of the inherent charac¬ 
teristics of capitalism in the course of its progressive concentra¬ 
tion and monopolization. 

Dean Sinnott, at the Yale-American Round Table conference 
had described the current U.S. economic system as follows: 
“Clearly it is a capitalistic system, characterized by free enter¬ 
prise, competition and the profit motive, and not operated by 
the workers or the government.” 

In addition to the fact that the features of “free enterprise” 
and competition no longer fully fit the present matured stage 
of monopoly capitalism. Prof. Sinnott’s definition also violates 
the laws of logic by being partly negative. It tells us who does 
not operate the American economic system, but fails to say 
who does operate it. This gap is filled in part by another 
apologist for “People’s Capitalism,” Dr. Marcus Nadler, who 
points out in his Hanover bank pamphlet: “Private ownership 
of the means of production, private initiative, the right to earn 
profits and to enjoy the fruits of one’s labor (after taxes) are 
the keynote of Capitalism as a form of economic organization.” 8 * 
To this description the following feature (noted in a standard 
college textbook some years ago by Prof. F. W. Taussig of 
Harvard) must be added: “Further, production in the advanced 
communities of modem times is ‘capitalistic’ in another sense: 
there is a class, separate in the main, of capitalists.” 31 

The above description of its keynote characteristics, though 
clearly intended to eulogize it, nevertheless exposes the inherent 
deficiency of U.S. capitalism, namely, private ownership of the 
Weans of production and their operation for private profit. As 
We shall see, such ownership and operation for profit inevitably 
generates fluctuations of expansion and contraction, boom and 
kust, and also an increasing gap between the capacity to pro¬ 
duce and effective consumer demand. Hence the slackening of 
rate of economic growth. 



36 


people’s capitalism 


Atomized but Interdependent Production 

Capitalist production is interdependent, and in the course of 
the expansion, concentration and centralization of the economy 
this interdependence increases. In the present stage of capital¬ 
ism many thousands of workers will be employed to produce 
the output of a single great enterprise. The average number 
of men and women employed, for instance, by the U.S. Steel 
Corp. in 1957, was 271,037. But each individual business, how¬ 
ever big, in its turn depends on the production and demand 
of many other private businesses. For example, a big can and 
container-producing enterprise may employ thousands of work¬ 
ers in a number of plants. They are organized in teams, work¬ 
shops and departments, in a rational division of labor depending 
on the raw and semi-finished materials, technological processes, 
tools and machines used by them in the process of production. 
These individual workers and teams cannot do their own work 
effectively unless they have the full cooperation of all the other 
workers and teams. And the getting out of the end product— 
the finished cans and containers—depends entirely on their com¬ 
bined cooperative efforts. But this social process of production 
of the can and container-making enterprise is planned and car¬ 
ried out at the exclusive direction of the private owner—the 
capitalist (whether it be an individual, partnership, or corpora¬ 
tion) whose only interest and motive is the pursuit of profit. 

This does not end the story. The can-container enterprise 
is not self-sufficient. Its production depends on getting supplies 
(tin plate, cardboard, paper, labels, soldering metal, etc., tools, 
machinery, fuel, electric energy, shipping and transportatioi 
facilities) from other enterprises. It depends also on its beinj 
able to sell its output to the canning and packaging enterprises 
These private businesses in their turn must depend on getting! 
their supplies from the farming, fishing, and other industries! 
from machinery and power enterprises, and especially on the] 
effective consumer demand for their particular canned or pactol 
aged fruits, vegetables, juices, sardines, meats and an endlessl 
variety of other canned and packaged products. This analysisl 
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applies equally to every other enterprise. They are all involved 
in a closely interdependent social process of production that in¬ 
volves all the people, either as producer-consumers or at least as 
consumers. 

But all these “free” capitalist enterprises engaged in the so¬ 
cial process of production are privately owned and controlled 
by individuals or groups, of which each makes its own decisions 
concerning the volume and technology of its production, con¬ 
cerning the selection of interchangeable raw materials—steel, 
copper or aluminum, plastics, paper, glass or metal—and con¬ 
cerning its need for expansion or contraction, for repair, 
modernization and new equipment. In making such decisions 
the owner is motivated exclusively by the incentive to make the 
maximum possible profit. 

The individual enterprises make their decisions gropingly, 
without foreknowledge of the plans of competing enterprises, 
or the long-range prospects of the businesses, or of the aggregate 
volume of effective consumer demand upon which a given en¬ 
terprise must depend for its market. 

It is true that in the present advanced monopoly stage of 
U.S. capitalism the most important industries are controlled 
each by a few giant enterprises. These monopolies may, and 
frequently do, act in concert with a view to the elimination of 
some phases of competition among themselves (by informal 
agreement to maintain more or less uniform prices, distribute 
markets, etc.). But these giant companies, even when acting 
together, are still groping blindly. For they cannot possibly 
predetermine the aggregate effective market demand at the time 
their finished goods will be offered for sale, nor can they foresee 
how the demand for their particular goods would be affected 
hy unpredictable changes in consumer preferences, or by tech¬ 
nological changes and innovations in other industries producing 
mterchangeable materials, equipment or consumer goods. 

For there is no over-all planning or collective regulation of 
this atomized or, shall we say, anarchic capitalist social process 
production. The worker-producers immediately engaged in 
enterprises and the people as a whole, who in their capacity 


I 




38 


people’s capitalism 


as consumers are also involved in the social process of produc¬ 
tion, have no voice or vote as to any of the plans and decisions 
of the individual enterprises. Of course, they may, through the 
mechanism of the market after the event, bestow or withhold 
patronage from finished consumer-goods, thus exercising a sort 
of indirect negative influence. 

Disproportions and Imbalances 

Under these conditions disproportionate development of 
output between individual industries and branches of the econ¬ 
omy is inescapable, particularly between industries producing 
machinery, equipment and other capital goods and industries 
turning out durable and non-durable goods for the consumer. I 
Capitalist businessmen, in the words of the National Association I 
of Manufacturers, “look, therefore, to marketing experience 
to ascertain what goods shall be produced, and when am 
how much."** 

But past experience is not a fool-proof guide. The can- 
container manufacturer may have made his decisions as to the 
quantities of each particular type of cans and containers he 
plans to produce on the basis of the most careful considera¬ 
tion of past marketing experience. However, any unforeseen 
technological innovation or unexpected change in general con¬ 
ditions, for instance, the appearance of some improved or more 
appealing or cheaper kind of cans or containers, the expan¬ 
sion of production by a powerful competitor, a spontaneous 
or cultivated change in consumer preferences, say, for frozei 
foods instead of canned, abundant crops of cheap fresh fruitj 
and vegetables reducing the demand for the canned variety 
a decline in the purchasing power of large segments of the peo 
pie (farmers, workers, unemployed, reducing effective demand 1| 
—all such unexpected changes may knock all the can manu¬ 
facturer’s calculations into a cocked hat. 

Changing conditions in one industry are bound to affed 
other enterprises and entire lines of business. The anarchy a 
production thus tends to disrupt existing balances and creati 
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relative overproduction in various industries. It is only after 
such disproportions have been developed that they are re¬ 
vealed by the functioning of the market, the ups and downs 
of prices and, especially, the glutting of the market with unsold 
goods. And it is through the working of the same market 
mechanism that such disproportions are adjusted and a tem¬ 
porary balance between the various industries and lines of 
business is restored. However, this is not an automatic 
process. 

In the course of readjustment the enterprises and industries 
which have overexpanded in relationship to the other branches 
of the economy and which have been hit by relative “over¬ 
production” are forced to undergo a violent contraction of their 
operations. Some distortions of the process of adjustment 
which are due to monopoly control do not change its nature 
essentially. This contraction may be followed by the expan¬ 
sion of the more successful competing enterprises and indus¬ 
tries. However, the shifting of capital and labor force, as well 
as the pouring of new capital into expanding the more profit¬ 
able enterprises and industries, is a time-consuming process. 
This leads to continuous instability, economic fluctuations, re¬ 
currence of business relapses, rolling adjustments, recessions and 
slumps. Even such a pillar of U.S. capitalism as the NAM 
concedes that “fluctuations in the various branches of industry 
are inevitable” in our “dynamic economic organization,” and 
“an inherent characteristic of the Individual Enterprise sys¬ 
tem.” 33 


The Drive for Profits 

The relative overproduction and instability of capitalism 
are aggravated by another inherent deficiency—the fact that 
the pursuit of profit and not any socially useful end is the 
only motive involved. And the drive for the maximum pos¬ 
sible profits results in the piling up of greater and greater ag¬ 
gregate profits by the capitalist owners of industry. The rise 
in corporate profits in the U.S. illustrates this trend. 
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Out of the total output of the respective industries (whether 
it be steel, automobiles, machinery, textiles, processed foods, 
apparel, tobacco products, etc.) a certain part ( i.e the in¬ 
come from the sale of that part) goes to cover the cost of raw 
materials, etc., and to pay wages and salaries. The balance of 
the output, over and above that allocated to suppliers and 
employees, is appropriated by the owners as their profits, which 
in 1956, for example, reached a total of $45.5 billion before 
taxes, and $23.1 billion, after taxes. 


CORPORATE PROFITS BEFORE AND AFTER TAXES 
(in billions) 


Y ear 

Before Taxes 

After Taxes 

1929 

$ 9.6 

$ 8.3 

1939 

6.4 

5.0 

1943 

24.5 

10.5 

1944 

23.3 

10.4 

1945 

19.0 

8.3 

1946 

22.6 

13.4 

1947 

29.5 

18.2 

1948 

33.0 

20.5 

1949 

26.4 

16.0 

1950 

40.6 

22.8 

1951 

42.2 

19.7 

1952 

36.7 

17.2 

1953 

38.3 

18.1 

1954 

34.1 

16.8 

1955 

44.9 

23.0 

1956 

45.5 

23.1 

1957 

43.4 

21.8 

1958 (1st quarter) 

31.7 

15.5 


Source: U.S. Department of Commerce and Council of Economic Advisers, 
1958 quarter figures are seasonally adjusted annual rates. 


Since the purchasing power of the people is limited to thalj 
part of the output that is allocated to employees and sup¬ 
pliers, the portion of the output that is appropriated as profits 
has no market other than the relatively small capitalist class, 
(For the sake of simplicity we are ignoring net exports am 
expenditures for war.) Moreover, the bulk of the profits is 
received by an even more limited number of the real owm 
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of the corporations. But these very rich, their families and 
beneficiaries, even at the most extravagant rate of consumption 
and wastage, cannot possibly spend more than a small portion 
of their huge profits. Unexpended profits accordingly keep on 
accumulating. 

The outlet for accumulated profits is reinvestment, thus 
transforming the unexpended surplus profits into new profit¬ 
bearing capital. But such a reinvestment of profits involves 
further expansion of industry and especially further substan¬ 
tial additions to profits, or increases in that total aggregate 
quantity of the output that is appropriated as profits. That 
profit-portion of the total output cannot be sold to the people 
because they lack the purchasing power, and it also exceeds to 
an ever greater extent the utmost limit of the consumption ca¬ 
pacity of the capitalists. The gap between expanding produc¬ 
tion and especially between the capacity of the industries to 
produce and the effective demand of the market, or the sum 
total of the purchasing power of the people, correspondingly 
increases. 

Authoritative researchers admit that, “Since 1946 ultimate 
consumers have been absorbing only two-thirds of the produc¬ 
tive capacity of available manufactured consumer goods.” Also, 
“Since 1947, producers have not been able to sell more than 75 
per cent of the potential output of goods and services that have 
become available.” 34 

Accumulation of Inventories 

As a result of this situation an increasingly larger part of the 
output accumulates as unsold inventories. Before World War 
II, in 1939, total business inventories, the U. S. Department of 
Commerce estimates, amounted to $20.1 billion; in 1943, the 
peak war year, they reached $31.3 billion; in the first post-war 
peace year, 1947, they increased to $50.6 billion, and then kept 
on rising except in 1949 and 1954, the years of business slumps. 
By August, 1957, they exceeded $91 billion, as shown in the 
table. 
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These billions in inventories reflect in part the glutting of 
the market with unsold surpluses. For example, in one indus¬ 
try, automobiles, the inventory build-up increased from a low 
of 157,607 cars on November 1, 1954 to a peak of 903,789 on 
March 1, 1956 and on March 1, 1958 total dealers’ new-car 
stocks were still at 865,566. When similar conditions prevail 
in most industries we have a situation of general overproduc¬ 
tion. Businessmen, especially the big corporations, as a rule 
then reduce output to correspond to the effective demand of 
the market or even lower, in order to reduce inventories. For 
example, output of passenger cars in the first 7M months of 
1958 declined to 2.7 million, compared with 4.15 million in the 
like period of 1957, or by fully 35%. In the language of the 
business world, they “wait out” the inventory glut. The result is 
a serious drop in production, a decline in employment, increas¬ 
ing unemployment, and a further reduction of the purchasing 
power of the people that forces them down to a lower level of 
consumption. 

BUSINESS INVENTORIES 
(in billions) 


Year 

Monthly average 

Year 

Monthly average 

1947 

$50.6 

1953 

$78.6 

1948 

55.4 

1954 

75.5 

1949 

51.8 

1955 

81.7 

1950 

62.8 

1956 

89.1 

1951 

73.8 

1957 

90.7 

1952 

75.4 

1957 (Aug.) 

91.3 


But even while cutting down current consumption many 
people are no longer able to meet time payments on their 
consumer debt and mortgages. Defaults are followed by forced 
sales of homes and by repossession of cars, refrigerators, TV- 
sets, furniture, etc., and these repossessed used goods are dumped 
onto a declining market. At the same time consumer credit 
and also bank and commercial credit to small businessmen are 
severely restricted. There is a rising wave of failures of smaller 
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and weaker businesses partly disguised as mergers and acquisi¬ 
tions by more powerful concerns. 

Under these conditions there is no incentive to make new 
investments involving an expansion of output. Expenditures 
for new plant and equipment tend to decline at an increasing 
rate. The cumulative effect of these developments is a further, 
more serious drop in production with a corresponding decrease 
in employment and increase in unemployment. In short, the 
market continues to shrink, and the business contraction may 
become a recession or cyclical crisis. 

In the course of the century between 1854 and 1954, U.S. 
capitalism had experienced 24 periods of severe business con¬ 
traction and cyclical crises, 35 and as this manuscript is pre¬ 
pared for publication we are involved in another serious recession 
that started in July-August 1957. 

The Built-In Stabilizers 

Upholders of the capitalist system have claimed that since 
the Great Depression “a revolutionary change” has taken place 
in the American economy. It is contended that a remodeled 
“People’s Capitalism” has been supplied with so-called built-in 
stabilizers, such as unemployment benefits, social security, price 
supports for farmers, as well as plans for deficit spending. Special 
significance is ascribed to the passage of the Employment Act 
of 1946 that makes it the responsibility of the federal government 
“to promote maximum employment, production and purchasing 
power.” Government monetary and fiscal (credit control and 
taxation) policies plus various welfare programs have allegedly 
insured the U.S. economy against violent business fluctuations 
and have practically eliminated the danger of another serious 
economic crisis or depression. 38 

But whatever their merits in temporarily relieving distress, 
these “stabilizers” cannot be considered something either new 
or peculiar to U.S. capitalism. Also, actual developments show 
that such measures and programs have not provided any greater 
stability to U.S. capitalism. 
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Welfare-state programs, including compulsory state unem¬ 
ployment insurance, were in effect in Great Britain and Ger¬ 
many long before they were introduced in the United States. 
As early as 1911 in Great Britain and 1927 in Germany, fully 
75% of all wage-earners in each of these two countries were 
covered by unemployment insurance laws. 37 Nor is our Em¬ 
ployment Act of 1946 a new departure. As Prof. Alvin H. Han¬ 
sen puts it, “The Employment Act of 1946 set much the same 
goal for the United States” as the law enacted two years 
earlier, in 1944, by the British Conservative government, under 
Churchill. 

Much more important is the simple fact that the Employ¬ 
ment Act of 1946, plus the so-called built-in stabilizers, did 
not change the inherent nature of U.S. capitalism. They did 
not alter its basic characteristics of private ownership and 
anarchic operation and control of the capitalist enterprises for 
private profit despite the fact that, whether they will it or not, 
all these enterprises are involved in a closely interdependent 
social process of production. So long as these fundamental 
characteristics remain unchanged, instability of the economy 
with recurrent business contractions and expansions, boom and 
bust, are the inescapable pay-off. 

During the decade since the enactment of the Employment 
Act of 1946, with all the so-called built-in stabilizers and wel¬ 
fare-state measures in full operation, we have had three reces¬ 
sions, 1948-49, 1953-54, and the latest one that began in the 
late summer of 1957 is still with us. This is a greater frequency 
rate of economic contractions than that of the preceding cen¬ 
tury. Nor have the postwar business contractions of 1948-49 
and 1953-54 been any milder than the prewar interim or subcycle 
recessions, say, of 1923-24 or 1926-27. And the present 1957 
recession has already lasted longer and been more severe than 
its two immediate predecessors. 

Prior to the 1957-1958 recession, inventories reached the un¬ 
precedented total of over $91 billion; during the first 8 months 
of the latest contraction total sales declined by more than 10% 
and manufacturing sales by fully 20%; new orders received by 
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manufacturers declined during the year (from February 1957 
to March 1958) by nearly 20?. Most important, expenditures 
for new plant and equipment declined, from the third quarter 
of 1957 to the second quarter of 1958 by nearly 19*, and they 
were expected to decline still further. Finally, the number of 
fully unemployed in May 1958 was 5.4 million, practically 
twice as many as in August 1957. The equivalent of the 
involuntary part-time workers would add at least 1.7 million 
to the understated government estimate of fully unemployed. 

Clearly the so-called built-in stabilizers have not reduced 
either the rate of frequency of business contractions or their 
severity. 

For our argument here it is important merely to emphasize 
that private ownership of the means of production, anarchic 
operation of capitalist enterprises and production for profit 
instead of use, are the fundamental causes of the continuous 
economic instability with its recurrent recessions and cyclical 
crises. Also, that during all such contractions or recessions 
economic growth not only ceases but is reversed, production is 
declining, at times drastically, and the economy slides back¬ 
ward. The next expansion or upward phase of the business 
cycle must start from a lower point than that already achieved 
during the preceding expansion. 

The economy must first regain the losses it suffered during 
the recession before it can make any further progress. Private 
ownership of the means of production and their operation for 
profit—the major fundamental characteristics of capitalism— 
thus have the effect of slowing down U.S. economic growth and 
reducing our ability to multiply. However, it is not capitalist 
instability alone, with its recessions and cyclical crises that re¬ 
tards economic growth. Another no less important factor is 
the increasing monopolization of the economy. 

Monopoly and the Profit Motive 

The spokesmen of capitalism, even while making every ef¬ 
fort to sell it under the label of ‘Teople’s Capitalism,” tell us that 
profit is “the one thing our economy must have to live and grow 
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on.” 38 In the early stages of U.S. capitalism, profit was a sig¬ 
nificant factor of economic growth. So long as free enterprise 
and ruthless competition were still effective realities, the profit 
motive did provide an incentive for innovation and techno¬ 
logical improvement, making possible cost reduction and in¬ 
creased profit, but requiring mass production on an ever 
larger scale. The drive for more and more profits, under un¬ 
restrained competitive conditions, therefore, was an accelerator 
contributing to a rising rate of multiplication or to economic 
growth. But that very process led to the elimination of the 
technologically poorer-equipped and weaker enterprises, to the 
growing accumulation of profits and capital, and increasing con¬ 
centration of production in a smaller number of the largest 
and strongest enterprises. Under these new conditions the 
profit motive leads to operation at less than capacity, thus 
slackening the rate of economic growth. To illustrate, let us 
take an example supplied by the National Association of Manu¬ 
facturers, whom nobody will suspect of an anti-profit bias. 

“Suppose there is a firm, or group of firms acting as a unit, 
which makes a particular land of mechanical lighter at a total 
production cost of $1 each. (For simplicity we ignore the cus¬ 
tomary fact that as production increases the cost per item de¬ 
clines. ) Suppose further that an aggregate net profit of $25,000 
will yield a return on the capital invested that is at least equal 
to the going rate, or the average that an investor could get if 
he puts his funds in other concerns. And suppose, finally, that 
the demand for this fighter is ‘elastic’—that the lower the price 
the more the public will buy. Then we find the relation of 
costs, sales, and profit as shown in the table. 


Price 

Number public 
will buy 

Total receipts 

Total cost of 
production 
($1 each) 

Net 

profit 

$1.00 

150,000 

$150,000 

$150,000 

None 

1.25 

100,000 

125,000 

100,000 

$25,000 

1.50 

90,000 

135,000 

90,000 

45,000 

2.00 

75,000 

150,000 

75,000 

75,000 

2.50 

60,000 

150,000 

60,000 

90,000 

3.00 

40,000 

120,000 

40,000 

80,000 

4.00 

20,000 

80,000 

20,000 

60.000 
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“Now obviously in these circumstances this company, or 
group of companies, would produce only 60,000 of the lighters 
and would fix the price at $2.50 each. This would be done be¬ 
cause with this production and at this price profits would be 
higher than with larger production and a lower price, or smaller 
production and a higher price.” 39 

While in actual practice the process is not quite so simple 
as that, this example does show why one company, or group 
of companies having substantial control of the market, would be 
induced by the profit incentive to cut their output fully 40% 
below practical capacity in order to maximize their profits. In 
our example, a non-utilization of 40% of their means of produc¬ 
tion and the laying off of 40% of their workers has the effect 
of increasing the aggregate profits by more than three-and- 
a-half times (260!?). This is a powerful profit incentive for 
producing at less than capacity and retarding economic growth. 

Under conditions of actual free enterprise and competition 
such a deliberate reduction of output for the maximizing of 
profits could not occur, except in the relatively rare cases of 
some newly-patented invention, and even then only for a very 
short time. Given a free flow of capital into whatever industry 
provides promise for higher profits, assuming real freedom of 
enterprise and ruthless competition, there would be produced 
in the case of our example, not 60,000 but 100,000 lighters that 
would be sold not at $2.50 but at half that price or $1.25. For 
that volume of production sold at that price ($1.25) would 
yield a net profit of $25,000 which we assumed to be at least 
equal to the going or average rate of profit. 

However, in the course of capital accumulation, concentra¬ 
tion and centralization, free enterprise and free competition 
have been greatly reduced. At present all the decisive sectors 
of the U.S. economy are controlled by giant corporations or 
monopolies. 

Squeezing Out Free Enterprise 

Under present conditons, when each major industry is con¬ 
trolled by a few companies, operating within it, “free enterprise" 
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has ceased to be an important competitive factor except in a 
small and declining segment of the economy. Just try to apply 
the principle of “free enterprise” by attempting to establish a 
new steel, automobile, oil, paper or any other big business 
enterprise. The amount of capital required, and the initial 
promotion costs and risks involved, would be so enormous as to 
be entirely beyond the range of possibility for any one except 
the multi-millionaires who are now in control of all the major 
giant businesses. But these super-capitalists, who now comprise 
what Victor Perlo calls “The Empire of High Finance,” would 
hardly be interested in organizing a new enterprise to compete 
against their old, well-established companies. 

The carefully preserved and propagandized conception that 
new, aggressive, vigorously competing—ever ready to risk—en¬ 
terprises are pushing out of the market the less energetic, less 
venturesome old ones, has become a total fiction. “In fact,” 
says the sophisticated economist, J. K. Galbraith, “the present 
generation of Americans, if it survives, will buy its steel, copper, 
brass, automobiles, tires, soap, shortening, breakfast food, bacon, 
cigarettes, whiskey, cash registers and caskets from one or an¬ 
other of the handful of firms that now supply these staples. 
As a moment’s reflection will establish, there hasn’t been much 
change in the firms supplying these products for several dec¬ 
ades.” 40 The only change that did take place during these 
several decades was a reduction in the number of such firms 
through mergers and acquisitions, thus tightening the strangle¬ 
hold of the billionaire corporations or monopolies over the 
market and the consumers. 

The Brookings Institution economists prefer to call the 
present stage of capitalism not monopoly but oligopoly capi¬ 
talism, in which a few giant corporations control the greater 
part of the assets, output and sales of the nation. But monopoly 
by any other name still exercises the same control over the 
market and still has the same incentive for producing at less 
than capacity in order to maximize profits. 


1 






ECONOMIC GROWTH UNDER CAPITALISM 


Monopolization of U.S. Economy 

It is now two decades since Franklin D. Roosevelt, in a mes¬ 
sage to Congress in 1938, warned the American people that, 
“Private enterprise is ceasing to be free enterprise and is becom¬ 
ing a cluster of private collectivisms; masking itself as a system 
of free enterprise after the American model it is in fact becom¬ 
ing a concealed cartel system after the European model.” (A 
cartel is a combination of big private enterprisers, the largest 
business corporations, to eliminate competition by a formal 
agreement for control of output, markets and prices.) 

Since President Roosevelt issued that warning the process 
of monopolization has continued. Research experts of such a 
staunch Big Business spokesman as Fortune magazine show 
that the power of the billionaire corporations (through the share 
of the total economy that they control and of the total net 
profits that they pocket) is continually increasing. In 1955 out 
of a total of 365,000 industrial firms, 41 the 500 largest corpora¬ 
tions (less than one-seventh of 1 %) owned almost three-fifths 
(59%) of the total resources of all U.S. industries, produced 
and accounted for more than one-half (54%) of the total sales, 
and accounted for more than two-thirds (68%) of the total net 
profits of all U.S. industries. ( Fortune , July 1956.) A similar 
survey for 1957, appearing in Fortune, July, 1958, found that 
the 500 largest industrial corporations’ share of total industrial 
sales amounted to 55%, and their profits accounted for 71.4% of 
total manufacturing and mining profits in that year. Also, the 
top 50 companies accounted for $9 billion of the $14 billion in¬ 
crease in sales of the 500 in that year over 1956. 

But these figures do not reveal the full extent of concentra¬ 
tion and centralization or monopolization in the economy, for 
even among the 500 giants there are some supergiants. 

To cite one striking instance, General Motors’ net profits 
in 1955, after taxes, $1,189 million, were equal to the combined 
profits of smaller companies accounting for 82% of all the cor¬ 
porations of the United States. 42 

A statistical survey by Professor M. A. Adelman of Massa- 
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chusetts Institute of Technology found that 135 of the very 
largest corporations owned fully 45%, or almost half of the in¬ 
dustrial resources of the U.S. 43 And since that estimate was 
made the process of further monopolization by mergers and 
acquisitions has continued rapidly. 

As the above-mentioned Report of the House Select Com¬ 
mittee on Small Business puts it, “In all candor, however, we 
must report that in these two years [since 1955] we have wit¬ 
nessed a substantial deterioration of small businesses and a 
strengthening of the position of the giant combines.” 

Control of Independents 

Control by the giant corporations is not limited to such por¬ 
tions of the industries as they own outright. Very frequently 
they direct the activities and business policies and fix the 
prices of numerous so-called independent enterprises. 

To cite but one example: There are in the U.S. over 23,000 
automotive dealers and filling stations, the overwhelming ma¬ 
jority doing business as “independent” corporations. Their total 
sales in 1952 reached the respectable figure of almost $17 bil¬ 
lion, while the total investment of these firms in garages and fa¬ 
cilities amounted to $3 billion. 44 All these “independent” 
firms are no more than captive outlets for the big corpora¬ 
tions. The “policies, operations, and, in large measure, the 
prices” of all these 23,000 “independent” businesses “are de¬ 
termined by the motor [or oil] company whose cars [or whose 
petroleum products] they sell.” 46 

A large sector of the “independent” manufacturers of spare 
parts and semi-finished materials are in the same way but cap¬ 
tive suppliers or satellites of a few billion-dollar corporations 
which control all the operations of these “independent” enter¬ 
prisers almost as completely as they control the shops of their 
own combine. 

It may be objected that the U.S. anti-trust laws are supposed 
to ban cartel agreements to allocate markets, limit production, 
fix prices and the like. Aside from the fact that these anti-trust 
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laws were never effectively enforced to curb the powerful 
corporations, these business giants are in an excellent position 
to exercise their monopolistic control without entering into any 
formal cartel agreements. For, when there are only a few big 
companies accounting for the major portion of the output, it is 
rational for them to act in concert, whether there is a formal 
agreement among them or not. And our everyday experience 
shows that these huge corporations do act in concert. 

When, for instance, U.S. Steel or General Motors or Stand¬ 
ard Oil sets higher prices in order to increase profits, other steel, 
automobile, or oil corporations follow. Thus in practice, even 
without any formal agreement, prices are fixed as though by 
a cartel or single seller at a level that will yield the maximum 
profits for every giant corporation, or member of the oligopoly. 

As A Congressional Committee Sees It 

The two-year investigation carried on by the House Select 
Committee on Small Business fully confirmed this analysis. 
It found that “there is considerable logic to the view that un¬ 
der conditions of ‘fewness’ [oligopoly], the rival firms behave 
collectively much like a monopolist, according to the dictates of 
common sense and self-interest, quite spontaneously, and with¬ 
out overt agreement being made. Thus, while the monopolist 
tends to follow price and production policies which maximize 
his profits, so, too, do ‘oligopolists’ follow price and production 
policies which maximize their joint profits.” 46 

And A. A. Berle, a corporation lawyer himself and Professor 
of Corporation Law at Columbia University, reached this con¬ 
clusion: “Today approximately 50% of American manufacturing 
—that is, everything other than financial and transportation— 
is held by about 150 corporations, reckoned, at least, by assets 
value. If finance and transportation are included, the total 
increases. If a rather larger group is taken, the statistics would 
probably show that about two-thirds of the economically pro¬ 
ductive assets of the United States, excluding agriculture, 
are owned by a group of not more than 500 corporations. . . . 
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But in terms of power, without regard to asset positions, not 
only do 500 corporations control two-thirds of the non-farm 
economy but within each of that 500 a still smaller group has 
the ultimate decision-making power. This is, I think, the high¬ 
est concentration of economic power in recorded history . . . 
these 500 groupings—each with its own little dominating pyra¬ 
mid within it—represent a concentration of power over eco¬ 
nomics which makes the medieval feudal system look like a 
Sunday School party.” 47 

Under present monopoly conditions the profit motive has 
become a major restraining and retarding factor sharing the 
responsibility for the decline of our ability to multiply, as well 
as for the decline of the rate of increase in U.S. industrial 
production. 

In view of these facts one must agree with the conclusion 
of the Congressional Select Committee on Small Business: “But 
whatever the explanation [for the monopolistic policies of Big 
Business]—cartelization or spontaneous recognition of the joint 
advantages of monopolistic behavior—the results are about the 
same. In either case the results are high price and low produc¬ 
tion policies. These policies tend to an economy of restric¬ 
tion and scarcity—not to an economy of progress and abundance. 
A monopolized economy may operate at full employment levels 
for a while—particularly in periods of huge government ex¬ 
penditures, but much logic supports the view that ultimately 
such an economy results in unemployment and collapse.” 48 







IV. U.S. AND SOVIET ECONOMIC 


GROWTH 


At this point it is necessary to refer again to the basic argu¬ 
ment of the upholders of the present advanced monopoly stage 
of U.S. capitalism which is being sold to the people under the 
label of “People’s Capitalism.” Chairman Blough of the U.S. 
Steel Corporation, in his address before the Economic Club, 
insisted that “no one will gain if our national effort to cut 
in on the division is permitted to retard the process of multipli¬ 
cation.” He considered it “self-evidently true” that, as Pro¬ 
fessor Wallich of Yale put it, “A speed-up in real output of 
only one extra per cent per year will soon lift even the eco¬ 
nomically weakest into income brackets to which no amount of 
redistribution could promote them.” 49 

We have seen in the preceding pages that the advanced 
stage of U.S. capitalism did not bring about any speed-up in 
real output. On the contrary, the rate of increase in the output 
of American industries has been substantially retarded. Now 
let us see how the rate of economic growth under U.S. capi¬ 
talism compares with that of the socialist economy of the So¬ 
viet Union. 

Making such comparisons is a rather new and shocking ex¬ 
perience for the American people. For years all our govern¬ 
ment and economic authorities, as well as all media of communi¬ 
cation, have cultivated the illusion that the socialist economic 
system of the Soviet Union, from which profit-motivated pri¬ 
vate enterprise has been eliminated, goes basically against hu¬ 
man nature, and will never be able to increase production sub¬ 
stantially. Since the days of Herbert Hoover, at that time 
Secretary of Commerce, we have been told that “under their 
[Soviet] economic system, no matter how much they moderate 
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it in name, there can be no real return to production in Russia. 

. . . That requires the abandonment of their present economic 
system.” 60 But the spokesmen of U.S. capitalism are now 
sounding the alarm against the economic challenge of the same 
Soviet Union. 

On June 20, 1958, the New York press carried a three- 
quarter page advertisement by the McGraw-Hill Publishing 
Co., publishers of some 20 major business magazines. It read: 
“The editors of all McGraw Hill publications are now devoting 
their full energies to documenting what needs to be done 
now to assure success in the 1960’s for . . . the nation in its 
fateful economic competition with the Soviet Union. The U.S. 
State Department has characterized this economic challenge 
as ‘the most dangerous of all’ confronting us.” 

Similar warnings have come from the Director of the Cen¬ 
tral Intelligence Agency of the United States, from the Com¬ 
mittee on Economic Development, and from various business 
leaders. Among the trustees of the CED are executives of such 
powerful billionaire concerns as General Motors, General Elec¬ 
tric, First National City Bank of New York, Bank of America 
(California), Standard Oil Company (N.J.) and International 
Business Machines. 

Actually, it is some years since serious students have awak¬ 
ened to the fact that, far from being unable to return to pro¬ 
duction, Soviet economic growth has proceeded at a rapid rate 
putting it in the front rank of all highly industrialized coun¬ 
tries, second only to the United States. As early as 1955 the 
Joint Economic Committee of the U.S. Congress prepared a 
study, Trends in Economic Growth: A Comparison of the 
Western Powers and the Soviet Bloc. Later, in 1957, the same 
committee prepared another study titled Soviet Economic 
Growth: A Comparison with the United States. 

Recently one of the most unremitting detractors of the Soviet 
economic system felt impelled to admit that, “The harsh truth 
is that the Communist economic system works too well for 
comfort, at least so far as producing military and economic 
strength goes.”* 1 
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While the myth of the incapacity of a socialist economy 
to produce has been shattered, the illusion of the alleged su¬ 
periority of private, profit-making, “competitive” enterprise is 
still maintained by every possible statistical and propaganda 
device. Marcus Nadler, speaking of the widespread unrest 
throughout the world, finds that it “resolved itself into a com¬ 
petition between two rival economic and social systems for the 
possession of men’s minds.” 62 Because of the cold war struggle 
it is considered almost subversive “to exalt the Soviet system, 
however unintentionally, by careless talk about Russian eco¬ 
nomic growth.” 63 


U.S. Government Study 

The last-mentioned study for the Congressional Joint Eco¬ 
nomic Committee was prepared by a staff of expert econo¬ 
mists with the advice of specialists of the Departments of Ag¬ 
riculture, Commerce, Defense, Labor and State, and the Li¬ 
brary of Congress. “Altogether, over 40 authorities with special 
competence in one or more of the fields covered by this report” 
participated in its preparation. 54 But this study was apparently 
so greatly concerned lest it might unintentionally exalt the 
Soviet system that it went to great lengths to deflate all avail¬ 
able statistics picturing Soviet economic growth. 

These researchers succumbed to the self-deceptive American 
assumption that Soviet official statistics are less dependable 
than Western. In fact, they rejected the official Soviet indexes 
and relied entirely on a special index of Soviet output “com¬ 
puted by a Western scholar.” 56 

There are, of course, no absolutely perfect indexes. They 
are all subject to certain inaccuracies and legitimate objections 
on coverage and methodology. But there is no reason to claim 
superiority for Western statistics. On the contrary, a centrally 
planned and controlled socialist system must depend on its own 
statistical data in order to function. It also has much greater 
facilities for complete and accurate coverage than are avail¬ 
able to a capitalist economy that must depend primarily on 
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samplings. And the Sputniks have shown conclusively that 
Soviet scholarship is second to none in the West. 

The Congressional study chose two periods for comparing 
U.S. and Soviet growth: (1) 1928 to 1955, and (2) the short- 
run period of 1950-55. The year 1928 was chosen as the ini¬ 
tial year primarily because it was the latest year before the 
inauguration of formal planning and also because it is the 
initial year of the non-official “Western computed” index of 
Soviet industrial production on which the study relied, though 
not without a rather substantial arbitrary downward adjustment 
of its own. 

The first period, 1928-55, consists of 27 years if we include 
the war years 1941-46 as the study does, or 21 years if the war 
years are eliminated as they should be. The second period, 1950- 
55, consists of the last five years for which more or less complete 
data were available when the Congressional study was made. 

A moment’s consideration will show why the five war years, 
1941-45, and the first postwar reconstruction year, 1946, must 
be discounted in any objective estimate of the average rate of 
Soviet economic growth during the 1928-55 period. During 
the years of World War II the Soviet economy suffered such 
unparalleled destruction that it could not possibly grow, but 
did, in fact, drastically decline. Here is a very brief and rather 
incomplete enumeration of major Soviet war losses. Some 1,710 
cities and over 70,000 villages and rural settlements including 
all their housing and productive facilities were destroyed. About 
32,000 industrial enterprises were mined, blown up and burned. 
Some 60* of the steel-producing capacity and 60* of coal min¬ 
ing capacity were demolished. More than 20 million people, 
the cream of the labor force, were killed or lost their lives in the 
war. In the first postwar year, 1946, industrial production was 
only 75* of its prewar level. But as a result of the great re¬ 
cuperative power of the Soviet socialist economy, industrial 
output in 1947 had reached about 93* of the prewar level. 

No wonder that, as an inconspicuous note of this study 
(page 22) reveals, some of the professors consulted by the Joint 
Economic Committee staff did point out “that the period of 
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1928 to 1955 is acceptable (for comparing Soviet and U.S. eco¬ 
nomic growth) only if the war and early postwar years are first 
eliminated.” The committee’s staff, however, preferred to in¬ 
clude these years, evidently in order to get a lower average 
annual rate of Soviet growth. 

These rates based on the arbitrarily underestimated index 
of the Committee’s economic staff are very much lower than 
those shown by Soviet official figures, and substantially lower 
than even those based on the “Western computed” index, as can 
be seen from the following table. 


AVERAGE ANNUAL INCREASE OF INDUSTRIAL PRODUCTION 
AS SHOWN BY SOVIET ECONOMIC GROWTH DURING INDICATED 

PERIODS 


(A) 

1928-55 period 
(27-year basis) 

1. As shown by study 

of Joint Congres¬ 
sional Committee 7.7% 

2. As computed by 

“Western scholar” 9.2% 

3. According to official 

Soviet index 11.5% 


(B) 

(C) 

1928-55 period * 

1950-55 period 

(21-year basis) 

(5 years) 

10.1% 

9.9% 

12.0% 

10.9% 

15.1% 

13.1% 


Source: Soviet Economic Growth: A Comparison with the United States. 
A Study prepared for the Subcommittee on Foreign Economic Policy, 
85th U.S. Congress, Washington, 1957, p. 24. 

* Column B with war years omitted, computed by the author. 


Comparison With Earlier Periods 


The above rates of Soviet economic growth during the two 
specified periods are compared with the rate of U.S. economic 
growth during the same periods, 1928-55 and 1950-55 respec¬ 
tively. They are then compared with the rate in earlier periods 
when the level of industrial development in the U.S. and the 
distribution of labor force between agriculture and industry were 
presumably similar to those in the U.S.S.R. during the later 
periods under consideration. 
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The Congressional committee’s study selected the periods, 
1867-1907, and 1922-27 in the U.S. as the most satisfactory for 
comparison with the Soviet periods 1928-55 and 1950-55 in 
order to shed the “most light on the relative ability of the 
two systems to expand production most.” This choice weights 
the scale strongly against the U.S.S.U. This is not the place to 
explore the subject in detail. But we may consider just two 
decisive factors of economic growth: labor force and capital 
investment. 

During the period, 1870-1910, the U.S. labor force increased 
by 23.8 million, from 12.9 to 36.7 million. During the same 
period over 20.5 million immigrants arrived in the U.S., more 
than two-tliirds of them males in the ages of 14-15 to 40-44. 
Thus immigration was responsible for at least half of the in¬ 
crease in the labor force (and especially skilled workers) of 
the U.S. during the 1867-1907 period. 

Foreign capital investments in the U.S. increased during 
this period by over $5.5 billion, from $1.5 billion in 1869 to 
$7 .2 billion in 1914. This, of course, is in addition to the enor¬ 
mous amounts of commercial credits extended to the U.S. during 
that period by Britain, France and other countries. 

In both these respects—labor force and capital investment— 
the Soviet Union did not get any help from foreign countries. 
The Soviet economy had to raise itself, so to say, by its own 
bootstraps. Predominantly a peasant country, it had to create 
and train a large working class, and from the development of 
its own resources and skills accumulate the capital for rapid 
expansion. Not only has foreign capital and credit been denied 
the Soviet Union; it has been continually hampered by boycotts 
and trade restrictions, and its best and most skilled labor force 
was literally decimated by World War II. The comparing of 
the Soviet 1928-55 period with the U.S. 1867-1907 period is, 
therefore, definitely slanted in favor of the United States. 

The average rates of growth of industrial output in the U.S. 
during the periods chosen by the Congressional committee’s 
study were as follows, according to their own official statistics: 
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AVERAGE ANNUAL INCREASE OF INDUSTRIAL PRODUCTION IN 
THE UNITED STATES DURING INDICATED PERIODS 

1928 to 1955 1950 to 1955 1867 to 1907 1922-1927 

Increase 

per year 3.6% 4.4% 5.2% 5.3% 

Thus, even on the basis of its own underestimated index, 
and after a further arbitrary reduction of the average rate of 
growth by failing to eliminate the war years, the committee 
study still arrives at the conclusion that, “if the trends in the 
two countries are compared for the same years, Soviet industry 
appears to have expanded at rates about double those in the 
United States.” 

However, if we eliminate the war years, it appears that dur¬ 
ing the 1928-55 period Soviet industry expanded at rates about 
treble those in the U.S. In the latest 1950-55 period industrial 
expansion, on the same basis, was two to three times faster than 
in the U.S. 

Comparing the rate of industrial expansion in the Soviet 
Union in 1928-55 with that of the United States “at a time when 
[in their judgment] it was more nearly at the same stage of 
industry development,” namely 1867-1907 for the longer period 
and 1922-27 for the shorter period, the study, considering only 
its own reduced Soviet indexes, found that “the United States 
rates for the longer period are about 5% compared to about 8% 
in the U.S.S.R. and for the shorter period are between 5 and 
6 % compared to about 10* in the U.S.S.R.” 

In reality, as can be seen from the tables on the preceding 
pages, the U.S. rate of about 5% in the 1867-1907 period should 
be compared with the rate of 10% to 15% in the Soviet Union, 
and the 5-6% U.S. rate of growth during the 1922-27 period 
should be compared with the 11% to 13% rate of growth in the 
1950-55 period. 

“Put succinctly,” says the study, “the U.S.S.R. in the short- 
run present appears to be expanding its industrial output at a 
rate about twice as great [in reality 2 to 2& times as great] as 
that in the United States, while over the longer period the rate 
has been about 50% greater than in the United States” [in reality 
2 to 3 times greater]. 
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But even according to the estimates of the committee, ob¬ 
viously slanted against the Soviet Union, the rate of growth 
of U.S. industrial output is substantially below that of the So¬ 
viet Union both in the short run present and in the longer 
period, whether compared with the same years or with earlier 
periods when the U.S. is thought to have been at more nearly 
the same stage of industrial development. 

During 1956 and 1957, and the first half of 1958 (prelimi¬ 
nary), Soviet industrial output continued to increase at the rate 
of 11% per year, according to official Soviet statistics. And Oleg 
Hoeffding, an economic specialist of the Rand Corporation, 
writing in the New Leader (June 2, 1958), cites the official 
figures and admits that “Severe critics of the Soviet index will 
probably concede that industrial production in the USSR has 
been growing by 7 or 8% annually in the past five years.” He 
notes also, that “U.S. manufacturing and mining output in 
1953-1957 increased at an annual rate of 2.6%.” 

Allen W. Dulles, Director of the U.S. Central Intelligence 
Agency, in an address before some 4,000 delegates of the Cham¬ 
ber of Commerce of the U.S., April 28, 1958, admitted that the 
annual growth of the Soviet economy “has been running between 
6 and 7%, annual growth of industry between 10 and 12%.’’ 

In comparing the rate of growth of industrial output in the 
U.S. and in the U.S.S.R., it is important also to consider the 
fluctuations in rates. U.S. industrial production fluctuated from 
an annual decline of 21% during the crisis year 1932 to an annual 
increase of 30% during the war year 1941. Even during the recent 
postwar period the rate of change fluctuated from an increase 
of 16% in 1950 to a decline of 7% in both 1949 and 1954, and 13% 
between August 1957 and April 1958. Soviet industrial produc¬ 
tion, on the other hand, shows a continuous increase which, 
with the exception of one year 1933, was never less than 11%, 
and the only decline it ever sustained was during the war years. 

One problem remains to be considered. Why has there been 
the significant slowdown and lagging behind of U.S. economic 
growth? And how is the rapid expansion of the Soviet economy 
to be explained? 


■ 
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Contrasts in Two Systems 

As shown in our discussion in Chapter III, private ownership 
of the means of production and operation exclusively for private 
profit (and not for any socially useful end) is characteristic 
of capitalism. It involves also atomized or anarchic control 
of enterprises without any over-all planning and regulation, 
though they are engaged in a closely interdependent social 
process of production. It leads to monopolization and squeezing 
out of free enterprise, and results in business fluctuations, in¬ 
stability, recurrent economic recessions and crises, in the in¬ 
creasing gap between capacity and output and between output 
and effective demand. It means that unemployment is continuous 
and chronic and rises to intolerable proportions in times of 
cyclical crises and depression. All these characteristics of cap¬ 
italism have the effect of braking and immobilizing the resources 
of the economy and slowing down the rate of its economic 
growth. 

By contrast, the Soviet economic system has ended the private 
ownership of the means of production and the pursuit of 
private profit, thus making possible the mobilization of the re¬ 
sources and energies of the nation for socially useful ends (in 
the order of their relative urgency) with over-all collective 
planning. The Socialist system thus enabled the Soviet people 
in but slightly more than two decades of peacetime progress 
(eliminating the years of civil war after the revolution and two 
world wars) to transform a backward, stagnant, nearly illiterate 
country into a dynamic advanced one with universal secondary 
education, and an extensive system of higher education, which 
has the highest standards in the fields of science, technology 
and culture, and with an economy that is now admittedly chal¬ 
lenging that of the United States. 

These characteristics of the Soviet economy are now recog¬ 
nized, however grudgingly, even by some of the most ardent 
upholders of capitalism. The Committee for Economic Develop¬ 
ment, referred to elsewhere, held a confidential briefing session 
for businessmen, November, 1957. Its purpose was to assess 
the significance of the Sputniks and the comparative economic 
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position and growth of the U.S. and the U.S.S.R. In its pub¬ 
lished report on the sessions the preface said: 

“Behind Sputnik we see a rocket and behind the rocket we 
see advanced science and technology. However, there is some¬ 
thing more behind this. There is a social system of human insti¬ 
tutions that, in this case, has made the correct decision about 
what was important to achieve and has motivated and organ¬ 
ized efforts to achieve it.” 66 

This diagnosis is basically correct, and it applies to the en¬ 
tire sphere of economic and cultural achievement. The crux 
of the situation is the social system of human institutions, and 
these cannot be isolated and applied only to one field of activ¬ 
ity. The ability to make correct decisions about what is im¬ 
portant to achieve and then to motivate and organize the effort 
to achieve it, once it is based on socialism, cannot but be uni¬ 
versally applied to all important endeavors. It is not a question 
of greater ingenuity or wisdom. What may be a perfectly correct 
decision by capitalist enterprisers from the viewpoint of maxim¬ 
izing profits can be, and very frequently is, a totally wrong 
decision from the standpoint of national welfare, including 
economic growth and national security. 

The social system and human institutions are obviously 
responsible for the rapid rate of expansion of Soviet industrial 
production and economic growth. 

Our conclusions can be briefly put as follows: Statements 
that present-day U.S. capitalism has learned better to “multiply” 
production have been shown to have no foundation in fact. 
We found that in comparison with earlier periods our economic 
growth has been greatly retarded. The rate of increase in U.S. 
output, we discover, is substantially below the rate of the chal¬ 
lenging Soviet Socialist system. Finally, in Chapter I and II 
we arrived at the conclusion that the claims concerning the 
widespread ownership of U.S. industries are but a deliberately 
cultivated myth. And the package misleadingly labeled “Peo¬ 
ple’s Capitalism” is proved to be nothing but the advanced stag* 
of monopoly capitalism. 
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